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Section I introduces you to the claims profession and 
helps you g et sta rted t he FI orida Department of 
Financial Se rvices and th e licen sing p rocess. It then 
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concepts of society, insurance and law that provide the 
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Association of 

Property & Casualty 
Claims Professionals 


Introduction to Claims 


Welcome 

Congratulations on your decision to secure your Florida All Lines Adjuster’s license! You will find that 
obtaining your license is only the first step along the path to a challenging and rewarding career. 

The Certified Claims Adjuster “CCA” designation program offered by the Association of Property & 
Casualty Claims Professionals (PCCP) is designed to achieve three primary objectives: 

• Provide you with an opportunity to earn the right to enter the adjusting practice by securing 
your Florida “All Lines” Adjusters License; 

• Provide you with the best possible learning opportunity to gain an understanding what claims 
practice is all about, and the ability and confidence to immediately respond to claim situations 
when you do enter the practice; 

• Prepare you for the work environment you must navigate, and the responsibilities you must 
accept, if you want to be successful as a claims professional in today’s world. 

This course will introduce you to the world of insurance, its products and policies, and the adjusting 
process. You will be exposed to both theory and practice, and you will be required to interact with course 
material in order to gauge your level of understanding and ability to properly apply principles of insurance 
coverage, its laws, and the practices of adjusting. 

Course Design 

The course material that follows is prepared in a sequential, building-block approach that starts with a 
foundation of principles and practices, moves into the various risks and exposures that are covered by 
insurance, and concludes with a practical application of coverage analysis and claims adjustment. 

• C ou rse Length : The course is designed to require 40 hours of independent self-study. Some 

people who have experience in the insurance and/or adjusting business, or who read and absorb 
material quickly, may finish in a shorter time. Others may take the entire 40 hours or even more. 
The course is self-paced. Take the time you need to learn the material and become confident in 
your ability to apply the doctrines and adjusting practices. 

You will be asked to maintain a log of the time you spend in preparation and on completing 
each examination. You will be asked to document this time log upon completion of the 
course. This Log will become a part of your permanent record. 

• E xamination s : The CCA program is broken up into five (5) sections: 

1. Introduction to Claims 

2. Casualty Adjusting (Automobile, General & Homeowners Liability, Workers’ Compensation) 

3. Property Adjusting (Homeowners, Commercial, Inland & Ocean Marine, etc.) 

4. Automobile Physical Damage Adjusting (Comprehensive & Collision) 

5. Residual Markets and Selected Statutes & Rules (Adjuster Licensing, Conduct & Ethics) 

Throughout each section you will participate in numerous interactive quizzes to gauge your 
understanding and retention. Following completion of each section you will be required to 
take a comprehensive Section Exam. A score of 70% is required to pass. All exams are 
delivered exclusively “online”. You will receive you scores immediately. If you do not pass 
the first time, you will be given a second chance. 

After you have completed all five (5) parts, a Final Exam will be administered that you must 
also pass with a 70% score. You will also have two chances to pass the Final Exam. 
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• Additional Reference Materials : We also encourage you to become familiar with the many 
research sources that are available to you. These resources may be useful as you are 
completing the course, but also as you continue on in your career. (List attached) 

At all times, your progress will be monitored, and grades recorded by the system as you go. You can 
start and stop at any time. The system keeps your place and returns you to the place where you stopped. 

Upon course completion, you will also be required complete a Time Log and sign an affidavit and perjury 
statement attesting to your identity 

Certification and Licensure 

Following successful completion of this course you will receive two original copies of a Letter of 
Designation from the Association of Property & Casualty Claims Professionals (PCCP) which you may 
then submit to Florida’s Department of Financial Services for your Florida All Lines Adjuster license. 

The PCCP’s Certified Claims Adjuster (CCA) designation program is not just another licensing program. 

It is the most comprehensive adjuster licensing course available, and it is the first step on the road to an 
exciting career that will potentially offer you personal growth and financial reward, as well as an 
opportunity to provide the insurance industry and society with a valuable and humanitarian service. 
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INTRODUCTION TO CLAIMS 


The Role of an Insurance Adjuster 

So you think you want to become an Adjuster. Do you know what that means? And if you become one, 
are you prepared to commit yourself to the responsibilities the adjusting profession bestows upon its 
members? Of course not.. .at least not yet. 

As far back as the day Mrs. O'Leary's cow allegedly started the great 
Chicago fire, or when the city of San Francisco was ravaged by 
earthquake and fire, the claims profession has served an active and 
honorable role in helping those who suffered injury or damage to property 
due to unfortunate twists of fate. Without this profession's dedication and 
commitment, both consumers and corporate America would face the 
uncertainty or impossibility of adequate recovery from loss necessary to 
put lives and businesses back in order. 

Today the massive effort of repair, replacement and recovery of injured 
lives and damaged property falls to the claims adjusters, CAT troopers, 
field investigators, automobile and property appraisers, and the front-line 
supervisors who guide their efforts. The claims profession has become a 
crucial part of American culture in the maintenance of our nation's health 
and economic prosperity, and insurance claims adjusters are charged with 
the highest obligation and duty to respond to the needs of our society with 
utmost consideration, good faith and ethical behavior. 

To thoroughly understand the increasingly complex role of the claims professional, one must be familiar 
with terms and concepts of law, risk management, and insurance, as well as the elements of claims and 
the claims environment. Throughout this course we will discuss all of these issues. Let’s begin by 
discussing a few very important concepts surrounding the practice of insurance and insurance claims 
adjusting: 

The Definition of a Claim and Other Related Terms 

The job of adjusting cannot begin until a claim is made, or an event that gives rise to a claim is made. So 
then...what is a claim? 

A “ claim ” is an assertion of an alleged legal right against a person, entity, company or insurer that carries 
with it a demand for relief. 

An " assertion " is the same as a request, a demand, a letter requesting action, a bill submitted for 
payment. 

" Alleged " means that the claim may or may not be valid, or legitimate, or that there may not be any legal 
right for relief. 

" Relief " usually means compensation, or payment. It can also mean restitution, return, recovery, or 
replacement, and it can take the form of either property or money. In most cases, however, it simply 
means money . 

A " first party claim " is a claim by a policyholder against his/her own insurance company for recovery 
under the policy [or contract] that he/she holds, and for which a premium has been paid. 

Examples of a First Party Claim include: 

• You make a claim against your homeowners insurance carrier for wind or lightning damage to 
your house; 
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• You file a claim with your automobile insurance carrier for damage to the front end of your car 
after your foot slips off the brake and you hit a telephone pole; 

• Your doctor's office submits a bill to your health insurance carrier for an office visit you 
attended. 

On the other hand, a " third party claim " is a claim made by a third person against the "insured" person or 
entity. 

Examples of a Third Party Claim: 

• The young child of a guest in your home runs up to pet your dog. She surprises the dog who 
instinctively snaps at her, cutting her upper lip. The parent files suit against you; 

• You step into a hole in the parking lot outside a department store, fall and break your nose , 
and then ask the store to pay the emergency room bill; 

• Your neighbor gets injured when he borrows your edger, the blade comes off and cuts his 
leg, and he sues you and the company who made the edger; 

• You run a stop sign and hit another car broadside, injuring the driver and her passenger. 

They contact your insurance company and demand that it pay for their car repairs and 
injuries. 

The Role of an Insurance Carrier 

Simply put, insurers take risks so you won’t have to. Historically, each member of society [you] pays a 
specific sum of money to an insurer in exchange for the insurer’s promise to pay you [the insured] in case 
you suffer a loss to your person or your property, or to pay others on your behalf if you cause loss to 
someone else’s person or property. This way, an insurer spreads the ultimate cost of [your] loss over all 
of the premium payers so that no one person bears the entire cost. 

In modern society, insurance is an absolute necessity and is a truly a unique product. Some of the 
elements that make it unique are: 

• Insuran ce is an Essential Product...and a Financial Product 

• Insurance is the Purchase of a Promise...a Purchase Based on Trust 

Insurance is an Essential Product 

In our society, both individuals and businesses depend on the insurance product to provide essential 
services and protect them from financial disaster: 

• Health insurance provides access to quality medical care. 

• Life insurance proceeds support families, educate children, and assist in the perpetuation of a 
business. 

• Property coverage is an integral part of every mortgage contract. 

• Some casualty contracts (automobile and workers’ compensation, for example) are required 
by law. 

Insurance is a Financial Product 

Casualty insurance is designed to cover property damage or personal injury that usually arises from an 
unanticipated accident or occurrence. However, insurance is only designed to address the financial loss 
that arises from damage to property or personal injury. Insurance cannot itself replace a home destroyed 
by fire or return a life lost in an automobile accident. Insurance cannot heal disease or eliminate the pain, 
suffering or mental anguish that comes from injury or the loss of an occupation. Insurance can only 
provide money to help pay for financial loss sustained. 


CCA Designation Course - Section I - Introduction to Claims 


4 


If your travel agent does not do a professional job planning your vacation, she may ruin a week of your 
life. If an insurance adjuster does not do a professional job, you may never recover financially. 

Insurance is the Purchase of a Promise 

Unfortunately, there is often quite a gap between what the purchasers of insurance believe has been 
promised and the coverage promises they have purchased. 

What are you buying when you purchase insurance? You might say protection. But what if you never 
suffer a loss? Then what have you spent all that money on? 

WHEN PEOPLE BUY INSURANCE, WHAT THEY’RE REALLY BUYING IS PEACE OF MIND ...PEACE 
OF MIND THAT IF THE INSURED EVENT DOES OCCUR, THE INSURANCE COMPANY WILL KEEP 
THE PROMISE(S) IT HAS MADE AND PROVIDE THE FINANCIAL PROTECTION THAT HAS BEEN 
PURCHASED. 

Insurance is Purchased Based on Trust 

Although modern insurance contracts are easy-to-read, it does not follow that they are easy-to- 
understand. Few insureds read their policies, and those who do seldom understand what they are 
reading. Insurance professionals spend years learning the various aspects of coverage and what policies 
do and do not cover. Even insurance carriers themselves may disagree on what a policy is designed or 
intended to do. 

Trust is an important factor in the purchase of insurance, and many people buy their coverage based 
solely on trust. They trust the agent to recommend and procure appropriate coverage. They trust the 
insurance company to follow through and pay a claim. And the insurer’s claims practices are the ultimate 
gauge of how that trust is repaid. 

Because of this, in today’s society, trust has become the most important factor in the purchase of 
insurance. Perhaps this is why the Code of Ethics for Florida’s adjusters, F.A.C. Rule 69B-220.201 (4), 
starts with the declaration, “The work of adjusting insurance claims engages the public trust....” 

A Carrier’s Claim Handling Goals 

So, with this in mind, what are the goals of an insurance carrier when it comes to a claim? We’ve already 
mentioned that its overall promise is to pay for loss to persons or property for which a premium has been 
paid. Historically, the insurer’s (and claims adjuster’s) goals are much more extensive. They have 
always been: 

• To help those who have been injured, or who have suffered loss for which the insured is 

responsible, or which is covered by the insurance contract. 

• To minimize loss for the insured party and the carrier. To fairly evaluate the legitimacy and 

legality of a claim and its value, and resolve it satisfactorily for both the insured and the 
claiming party. 

• To comply with the requirements of law or terms of the insurance contract, and meet the 

obligations to the injured party or policyholder. To pay claims fairly and adequately. To 
adequately compensate those who have legitimate claims or legal rights to recovery to those 
legitimately established by contract and/or law. To resist, or limit, claim payments, as much 
as possible, to those who do not. This means “to pay what is owed...no more...no less .” 

• To maintain friendly and satisfactory relations between the injured party, the employer or 

policyholder, the insurance company, and the public. To cultivate good customer-relations. 
Remember, you, the adjuster, are the company, and YOU may be the only contact an injured 
or damaged party ever has with the company. 

• To satisfy the company's moral and ethical obligation to the public and conduct [claims] 
business in a friendly, helpful manner. 
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Historically, the insurance industry believed that it served a higher purpose in society, and that it had a 
moral and ethical obligation to the public to provide a sense of protection. Some people would argue that 
the insurance industry is moving away from such a belief, and that insurance is now no more than a cold, 
faceless financial transaction with no sense of moral or ethical obligation to the insurance consumer or 
public. It is you who must see to that moral and ethical obligation...through your actions as an adjuster. 

Remember...first, foremost, and always, as an agent of an employer, carrier or of third party 
administrator, a claims adjuster’s job is to help those who have been injured, or who have suffered a loss 
that is covered by the insurance contract, or for which the insured is responsible while at the same time 
minimizing loss for the insured party and/or carrier. An adjuster should strive to satisfy a company's 
moral and ethical obligation to the public by conducting business in a friendly, helpful manner, and to help 
keep [or promote] friendly and satisfactory relations between the policyholder or claimant, the public, and 
the insurance company. An adjuster /s the face of the company, and, in most cases, will likely be the only 
contact the carrier’s [insured] customer, or an injured or damaged party, ever has with that company. 

Claims Adjusting Practices 

In the section we will discuss many of the laws, rules and regulations of adjusting practices. 

Duties and Functions of the Insurance Department 

There are roughly 200,000 Florida-licensed insurance agents, customer service representatives and 
claims adjusters. Of these, approximately 25,000 are claims adjusters and nearly 5,000 handle workers’ 
compensation claims. All licensed claims adjusters must comply with a Code of Ethics, and continually 
revisit these requirements under the state’s continuing education requirements. 

The Florida Department of Financial Services, through the Bureau of Agent and Agency Licensing, has 
the responsibility for ensuring the competence of individuals who represent the insurance industry as 
adjusters, agents, and supervisors. This assures the policyholder of fair and ethical treatment and prompt 
settlement in the event of a loss. 

The Licensing of Adjusters 

Adjusters Must Be Licensed - In order to act as an insurance adjuster, you must be licensed and 
appointed according to one of the three appointment options listed below: 

• Company Appointment - You are appointed by an insurance carrier 

• Third Party Administrator (TPA) Appointment - You may be appointed by a TPA, an 
insurance agency, or a self-insured employer 

• Self-appointed - As an All Lines Independent Adjuster, you can appoint yourself. (This is the 
only way to be truly independent.) 

License Types 

• All Lines - this license allows an adjuster to handle any kind of claim (and is the kind of 
license you are pursing by taking this course). 

• Limited Lines - this license allows an adjuster to only handle one type of claim, e.g., workers’ 
compensation. An adjuster with a limited lines license must always be “supervised” by 
someone with an All Lines license. 

Continuing Education Requirements 

Once an adjuster is licensed, he/she must meet a continuing education requirement of 24 hours of 
continuing education in every two year compliance requirement in the following categories: 

• 10 Law 

• 2 Ethics 

• 12 Optional 
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Licensure: An Adjuster’s Personal Responsibility 

Maintaining Appropriate Licensure is an Adjuster’s Personal and Professional Responsibility. This 
includes keeping up with continuing education requirements. 

Employers will often provide, and pay for, courses and seminars that assist adjusters in maintaining their 
CE requirement. However, it is important that you not become too comfortable with this privilege, or 
complacent that someone else will arrange or pay for your ongoing continuing education. All matters 
pertaining to professional licensure and continuing education still remain the responsibility of the adjuster, 
and it is the adjuster’s responsibility to thoroughly understand the licensing and CE requirements and to 
follow the rules of the Department of Financial Services. 

We will cover more on continuing education and the requirements of adjusters later on in this course. 

The Art of Adjusting 

The skilled claims adjuster must be knowledgeable in such areas as law, medicine, construction, 
mathematics, mechanics, safety, communication, persuasion, leadership, negotiation, and more. In other 
words, the successful claims professional is a [highly-skilled] “jack of all trades, master of none”. 

Types of Adjusters 

There are different types of adjusters: 

• Employee/st a ff adjusters work for insurance companies. 

• P ublic Adjusters represent the [general] public. Services are paid by "the insured or the 

policyholder". Public Adjusters are most often seen in the property lines. 

• In depe ndent Adjusters are usually self-employed or are employed by companies that 

represent/service many clients, insurers or employers (e.g., third party administrators like 
Gallagher Bassett Services, GAB Robins, Crawford & Co., etc.). 

Adjusters also represent many lines of business: 

• Prope rty Adjusters 

• Casualty [or Liability] Adjusters 

• Workers' Compensation Adjusters 

• Multi-Line Adjusters 

The Responsibilities of an Adjuster 

1) Fiduciary Duty - The adjuster, or claim professional, has a fiduciary duty, or responsibility, to the 
employer or client and owes an extremely high degree of fidelity and loyalty to the interests of that 
employer/client. 

• Fiduciary, in the context of the insurance and claims business, means, "representing the financial 
and/or property interests of another" under the confidence and trust of another, to whom the 
fiduciary owes the highest degree of loyalty and good faith. Self-interest must never influence the 
representation of the company or client’s best interest 

• The claim professional serves in the capacity of an agent of the company or client, therefore, the 
adjuster's actions become those of the company. The claim professional is always mindful of 
verbal or written comments (i.e., libel, slander, defamation, etc.) that could be not only 
embarrassing to the employer, but costly as well. 

2) Agency: The Power To Bind - As an agent of an insurer, and in some cases, for a company or the 
client, the claims adjuster has a certain amount or level of authority to act on behalf of, and bind (obligate) 
the company. (This means that your promises become their promises!) 

• Perceived Authority vs. Actual Authority: The extent or level of authority the adjuster has may 
vary or be subject to line of business or by case limitations, but the insured or individual will 
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not be bound by those limitations unless they possess specific knowledge of such limitation. 

It is extremely important that an adjuster be mindful of what he or she represents, commits to, 
or promises during the handling of a claim, as it may unnecessarily bind the carrier, client or 
employer. (It often doesn’t matter that you actually have authority to make a commitment or 
promise. What matters is if the insured or individual has reason to believe you have the 
authority to make such a commitment or promise.) 

3) Communication & Reporting - One of the most basic, yet most critical responsibilities of a claim 
professional is keeping the insurer, company or client informed and up to date on the ongoing status of 
any given case. This is often referred to as the duty of “reporting”, and it can take many forms, e.g., 
verbal vs. written, formal vs. informal. 

Claims Handling Practices: The Work of an Adjuster 

The basic adjusting functions are the investigation, management, evaluation, reporting, and negotiation 
and disposition (i.e., resolving, concluding, paying, or settling) of claims. 

1) I nvestigation - It is the vehicle, or process, by which the adjuster gathers and preserves factual 
evidence and details upon which to base a decision as to the ultimate disposition of the claim, (the 
process is more expansive in the casualty lines (e.g., Liability, Workers’ Compensation, Products Liability, 
etc.) than in other lines of business. Generally, the components of the investigative process are: 

Inquiry - Obtaining facts surrounding the claim; 

Verification - Checking facts and details for accuracy; and 

Comparison - Constantly comparing facts and evidence as obtained for similarities or 
differences. 

Major areas of liability claims investigation: 

A. Coverage - Refers to the insurance contract. For coverage to exist there must be an accident 
or occurrence arising out of the hazard(s) assumed by the policy and within the coverage 
period. 

B. Liability or Compensability - Establishing the existence (or lack) of legal responsibility of the 
insured or employer. Liability or compensability also refers to the merit , or validity, of the 
claim against the insured or client. The investigation must determine: 

If the insured was guilty of a negligent act or is legally responsible; 

If the claimant was also guilty of any negligent act; 

If the claimant assumed, or voluntarily accepted, any risk; 

If the claim is even actionable because of the relationship between the parties. 

Statements are taken frequently in casualty claims to fix the circumstances so completely that 
the future testimony of any involved party or potential witness is known, and to limit the 
credibility of that party or witness should their testimony change. 

Where controversy or disputed facts exist, in determining which cases qualify for settlement, 
the adjuster must give consideration to the facts surrounding the claim and whether or not the 
insured and/or the [damaged] party can meet the burden of proof imposed by the law. 

C. Damages - The investigation must also determine and verify the extent of injury or damage. 

This frequently involves securing estimates of damage to real or personal property (homes, 
automobiles, etc.). Investigating injuries to people requires the acquisition of detailed medical 
information, information regarding the education, the employment or earning capacity of the 
injured party, and the extent of any permanent injury or incapacity. 
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The investigation of a property claim differs from that of a liability claim in that it typically involves 
the determination of the cause of the loss, an estimate or appraisal of the damage and the cost to 
repair or replace, and the investigation of potential subrogation or salvage. 

2) Claim s Management - The ongoing and proactive management of claim is one of the most critical, 
and challenging, responsibilities of an adjuster. Webster’s Dictionary defines the word manage as “to 
direct with a degree of skill”. 

An adjuster must be proactive in the direction and progress of a claim until its end. That means that, for 
any type of claim, you have to know what your objective is, how to accomplish it, and then take all 
necessary actions to achieve that objective. 

To properly manage, not just one claim, but an entire caseload (i.e. many claims at one time) requires a 
high degree of skill in multi-tasking, time management, and the intelligent utilization of resources that are 
available to you. 

“Management” of claims also means managing people. A successful, professional adjuster must 
understand the motivations of people in today’s diverse society, the influences that guide their behaviors 
and how to direct those behaviors to make sure people know that you are 1) trying to help them as much 
as possible and 2) properly following the rules, regulations, and contractual requirements of law and 
contract. 

The claims profession, if pursued properly, provides an individual with a unique opportunity to engage in 
an interesting study of people and their behaviors, particularly during a time of challenge, loss or crisis. 

3) E valuation - The evaluation process is an art that involves establishing a dollar value for a claim. In 
some cases, it may simply involve an appraisal of damaged property. It may also involve a reduction and 
compromise of a claim’s value because of the involvement of an uninsured cause of loss, a coinsurance 
provision, or a deductible that results in the tender of a specific figure or single amount. 

In other cases, particularly in the casualty claims environment, the evaluation process may result in a 
settlement range. This is especially true in bodily injury, personal injury, uninsured motorist, and workers’ 
compensation claims. The low end of the range is the least amount that will still fairly compensate 
someone for his or her loss and fulfill the insured policy conditions. At the other end of the range is the 
highest amount the insurer or client will pay as compensation for injury or damage before allowing the 
claim to go to trial. It is important that this “range” be understood before entering into negotiations. 

Whether or not you feel a claim is legitimate, every claim has a value. It may not be much, but regardless 
of its legitimacy, every claim has a value that reflects the validity of the arguments backing the claim, or 
the chance that such a claim might be successfully prosecuted or defended. 

The combination of loss, the facts surrounding loss and the legal obligations of one or more members of 
society to those who have suffered loss give rise to questions and issues that are rarely black and white. 
This requires an assessment, or the evaluation, of the “gray” area. 

Social, financial and judicial economy also requires a focus on compromise of issues and the resolution of 
disputes. The desired result of claims adjustment is to resolve claims to the satisfaction of all parties, and 
there is usually a compromise “value” that reflects the strength or weakness of the respective arguments 
on which both parties should agree. It’s this ultimate probable cost , or value, that we seek in the 
evaluation of claims. 

4) Rep ortinq - The reporting function can be evidenced by formal, written status reports and/or by 
ongoing written documentation (claim file notes). While rare, reporting, or communication regarding the 
status of a case or claim, can also be verbal (Note: There are inherent problems with verbal reporting.) 
Reporting may include: 
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Initial reports in which the adjuster gives a report on the preliminary results of an 
investigation or claim status; 

Interim reports on unadjusted or pending cases in which the adjuster communicates 
situations that raise questions or issues of liability or a sense of urgency and asks for 
instruction or authority; 

Final (or closing) Reports on losses which have been resolved or concluded. 

Reporting, including file documentation, may be considered privileged communications between the 
adjuster and the company or client; however these reports often fall into the hands of third parties. The 
claim professional must take care to refrain from making any statements in the reports or notes that might 
be considered libelous or embarrassing to either party. 

“Work Product” is a legal term that refers mainly to materials prepared at the request of, or through 
communication with, legal counsel during preparation for or in anticipation of litigation and for which a 
certain level of protection or confidentiality is granted. 

During the process of litigation, the courts may require you or your employer to produce (i.e. turn over) 
your notes, reports and written correspondence to the other side. These communications typically do not 
qualify for any legal privilege, and it is important that the adjuster not make the mistake of considering his 
or her claim file, including the materials, reports or notes that lie within, protected from litigation 
production as work product. These communications can subject the adjuster, and/or the employer, 
insurer or client to excess exposure if what is found is unduly inflammatory or is indicative of bad faith. 

An adjuster’s claim file in NOT considered “work product”, and is almost always subject to production and 
examination by opposing counsel. Care should be taken, during the handling of any claim, to maintain 
the quality and completeness and organization of information documented during the handling of that 
claim. 

5) Negotiation and Disposition - The negotiation process is an art that requires strong technical 

knowledge and communication skills. The claim professional must have an above average 

knowledge of: 

• Our nation’s legal system and concepts of both contract and tort law (legal liability), including 
a working knowledge of the specific laws, rules and regulations of the state or jurisdiction 
(e.g., Florida vs. Federal), including local laws or customs of the environment; 

• The various forms of coverage or protection provided by an insurer or legal owed by an 
employer, and other contractual obligations; 

• The characteristics of various forms of property, and the circumstances under which property 
can be either repaired or replaced, and the costs involved with either option; 

• The insurer’s or client’s claims handling goals or objectives and the professional standards 
the adjuster is expected to maintain. (Ex. A self-insured or self administered employer’s 
position on lump sum settlement, a company’s wish to pay certain losses even though not 
technically or legally obligated, or an insurer or client who takes an unreasonable or unfair 
stance regarding claim payments or disposition). 

The ultimate goal in handling any claim is to get it closed...for good. This generally means to resolve the 
claim to the ultimate satisfaction of all parties concerned. This is often a difficult challenge to meet, as the 
perspectives on a particular claim can often seem widely disparate and/or irreconcilable. 

There are different ends to a claim. In general a claim can be: 

• Denied and closed with no payment. The question here is, “Will the person making the claim 
accept “No” for an answer and will the claim stay closed?” 
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• Paid in full and then closed. 

• Paid in part, or “compromised” and settled, for many reasons. 

The latter option is by far the one requiring the greatest knowledge, ability and experience. Following are 

some specific methods of resolving and concluding claims: 

Common Settlement and Release Options 

A few additional words on each of the options presented follow: 

• Full release settlements - These settlements are typically used to conclude claims by third 
parties against the insured or client (i.e. an auto liability claim, slip and fall, etc.). They are 
preferred by many as it is the only settlement that guarantees the case is closed for good. 

• Scheduled Payment or Open-Ended Releases - Although the Adjusters Study Manual refers 
to the phrase “Scheduled Payment”, it is not generally used. However, the phrase “open- 
ended release” a good description of a settlement that concludes everything except a few 
specific items that you promise to pay in the future. 

• Payment of PD/BI Pending - This option is generally used in the handling of a third party 
liability claim, and is really not a settlement at all, but a payment of undisputed property 
damage while the overall claim for injury develops. Care should be taken, though, not to 
insist on any type of release for the property damage while handling the injury claim as it 
could scare a injured party into thinking they need an attorney. Simply pay the property 
damage fairly and promptly, and the claimant will likely trust you enough to give you a chance 
to do the same with their Bl claim. 

• No release or Walk-Away - This option, like the one above, does not involve a settlement or 
release at all. The walk-away has been used for decades and merely describes a situation 
where you pay what you owe and say, “If you have any more expenses or questions, please 
give me a call”...and then walk away. Neither party is required to make any commitment or 
relinquish any rights. 

If this strategy is used correctly, the claimant may be satisfied recovering all out-of-pocket 
costs, as well as the prompt and convenient repair of property damage, and may not look for 
anything else. And you don’t have to get into evaluating and negotiating general damages 
(e.g. pain and suffering, etc.), a concept that most people have difficulty understanding and a 
valuation that is difficult to explain. Again, if they are treated promptly and fairly, some people 
have no interest in pursuing this type of compensation, which is why much of the industry 
prefers to at least try the “walk-away” strategy. 

• A dvance d Payment - This is a disposition strategy, not a settlement or release. It is much 

like the one above, except it occurs early in the handling of a claim. It involves prompt 
payment out-of-pocket expenses to relieve a claimant’s financial burden and show good faith 
in handling the claim. Later on, after most of the expenses have been paid and the 
claimant’s condition is stable, you can discuss settlement. 

• St ructu red Settlement - This is a settlement generally reserved for very large financial 

commitments (typically greater than $50,000). There are, of course, exceptions where 
smaller amounts are used to fund structured settlements, particularly in the case of minors. 
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Laws and Rules Affecting Florida Adjusters 

Insurance carriers and adjusters are subject to state law. These laws and regulations prescribe 
behaviors that are both expected and prohibited. Those that affect Florida adjusters are explained in the 
Adjusters Study Manual, but because of their importance, they deserve even more attention here. The 
first of the following, Florida’s Unfair Insurance Trade Practices Act, is intended to address expected and 
prohibited behaviors of carriers. This includes their agents, their adjusters, and YOU. 

Florida Unfair Insurance Trade Practices Act - Section 626.954.1 of Florida’s insurance law prohibits 
some very general behaviors or practices. These behaviors can result in some significant penalties if a 
carrier or adjuster engages in them: 

• failing to act promptly; 

• denying claims without conducting a reasonable investigation; 

• failing to give an insured or claimant a response (i.e. agree to pay or deny) to a claim; 

• failing to explain a denial in writing; and 

• failing to maintain complaint-handling procedures (a company obligation) 

Let’s look at these requirements in the reverse, so that they make a little more sense: 

All carriers (and adjusters) governed by this Act must: 

• act promptly in the handling of claims; 

• conduct a reasonable investigation into every claim filed; 

• give every insured or claimant who files a claim an answer to their claim; 

• explain claim denials in writing; 

• (carriers only) develop and implement procedures for handling and responding to complaints. 

It’s really not that hard to understand or to do, yet you would be surprised how many don’t. 

Civil Remedies Provision of the Insurance Code - Section 624.155 of the Florida’s insurance law 
provides a remedy to any person damaged by the behaviors identified above, and for the following 
additional behaviors: 

• not making a good faith attempt to settle claims when the opportunity exists; 

• making payments to insureds without identifying the coverage under which payment is made 
(i.e. why and what kind of payment is being made); 

• failing to settle a 1 st party claim (e.g. a homeowners contents claim or an auto collision claim) 
when the obligation to do so is clear, in order to influence a settlement under another form of 
1 st party coverage (e.g. the corresponding residential/building claim or PIP claim). 

If a carrier or adjuster engages in any of these behaviors and an insured or claimant suffers damages, 
Florida law entitles them to sue the carrier (and even the adjuster personally) for doing so. 

Do adjusters get sued personally for such behaviors? It is rare. Most plaintiffs simply sue the carrier(s) 
who they perceive to have deep pockets. This practice may, however, be changing as recent case law 
seems to indicate a trend toward suing the adjuster individually in the lawsuit. 

Code of Ethics 

The Department of Financial Services (formerly known as the Department of Insurance) many years ago 
developed a formal list of rules that govern adjusting practices and behaviors. These rules, found under 
Rule 69B-220.201(4) of Florida’s Administrative Code, are known as the Adjuster’s Code of Ethics. 

This code of “Ethical Requirements” starts with the declaration, “The work of adjusting insurance claims 
engages the public trust....”, thus providing a backdrop for some of the [major] requirements listed in the 
Adjusters Study Manual, which we will review from another angle: 
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An adjuster: 


1. May not discuss settlement with any one who is represented by an attorney. (*Note: Unless 
specifically requested not to do so, there are times when an adjuster can communicate and 
handle certain elements of a claim directly with an insured or claimant, even when 
represented. These situations will be identified later in this course.) 

Never tender an offer or initiate/conduct negotiations with anyone represented by an attorney. 
If you receive a letter of representation from an attorney, cease communications with the 
insured or claimant unless specifically authorized, in writing, from that same attorney. 

2. Anytime you conduct a written or recorded interview, whether it be an insured, a claimant, or 
a witness, never suggest or induce the interviewee to suppress or deviate from the truth. You 
should give the interviewee a copy of the transcribed statement if requested. 

3. Never give legal advice. (*Note: Adjusters are required to explain to insureds and claimants 
their rights under the law, but should never advise them in their decision-making. This is a 
very fine line, and you will learn more about this as you gain experience.) 

4. Never engage in drafting special releases. This would be considered the practice of law. 
Simply use the release forms provided you by your carrier or client. 

5. Never take advantage of an incapacitated claimant. (*Note: This includes someone who is in 
the hospital after an injury and on medication, or under undue stress or pressure such that 
their “normal” judgment might be impaired.) 

6. Never fail to advise an insured or claimant of their rights under the insurance policy or the 
law. (*Note: This is the “other side” of #3 above, and, as indicated, there is a very fine line 
between explaining these contractual or legal rights and giving legal advice.) 

7. Always approach the investigation of a claim with an unbiased, unprejudiced and open state 
of mind, report all facts truthfully and factually, and handle all claims with integrity. Never 
accept any payments from anyone involved in the claims handling process. Act on each 
claim promptly with a goal of achieving its final disposition as quickly and fairly as reasonably 
possible. 

(*Note: This last statement basically says it all, and provides a final complement to the 
opening declaration to the Code of Ethics...) 

There are many more ethical requirements with which you will become familiar through the ongoing 
continuing education requirement. You will be required to maintain 2 hours of credit in the Ethics 
category in every two year compliance period. These are very important, and they provide a basis for 
true claims professionalism in our industry. This concludes the section of the role and practices of a 
claims adjuster. 
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Property and Liability Insurance Concepts 

An insurance policy is a contract between two parties: the insurance company and the consumer or 
policyholder. The policyholder may be an individual...like you...or it may be a [small or large] business. 

Any contract...even an insurance policy...must contain four elements: 

• An agreement to the terms, or manifestation of assent , of the contract by the parties to 
the contract...a true “meeting of the minds”. The parties to a contract must understand 
what is being given and what is being received by each party. This is typically indicated 
by the signatures on an application, the contract or policy, etc. 

• Adequate consideration for the promises made... 

• Le gal capacity of the parties to contract... 

• The contract (here, the policy or agreement to insure) must have a legal purpose , or not 
be illegal or against public policy. 

In an insurance policy, such an agreement is made when the application is signed by the policyholder and 
the policy is issued by the carrier that coverage is afforded for a certain type of risk (a manifestation of 
assent, or agreement). The parties must all be of legal age or capacity, i.e. a minor cannot purchase 
insurance, nor can one who is deemed mentally incompetent (legal capacity), a premium must be paid in 
exchange for the insurance company’s promise (consideration), and the subject matter of the policy must 
not be illegal or against public policy (a legal purpose). For instance, you cannot purchase an insurance 
policy to insure yourself prior to suicide...or insure someone else before they are murdered. You cannot 
purchase an insurance policy to protect against the loss of a shipment of illegal drugs. 

When Contract Becomes an Issue 

It will be a rare occasion in the handling of claims that you will need to recall the elements of the 
insurance policy/contract, but understanding the fundamental purpose behind these elements will help 
you to understand and interpret future case law decisions, particularly those dealing with coverage. 

There is one very important item you will need to remember for the duration of your career in claims. An 
insurance policy is considered to be a contract of adhesion, the consequences of which you will 
experience many times throughout your career. 

A contract of adhesion is an agreement between two parties where the content is created by one party, 
without consideration for the other party in its terms. The best example of this is found in a policy of 
insurance. 

When you purchase an insurance policy, the policy language has already been written by the insurance 
company. You have no choice in the matter of language or the terms of the agreement. You must either 
“take it or leave it”. The only real choice you have is to purchase the policy and pay the premium, or not. 
And as we have discussed, since insurance has become an absolute necessity in today’s society, the 
consumer who must purchase such a policy is at the mercy of the insurance company. 

But there is good news for the policyholder! In a contract of adhesion, like the insurance policy, if any of 
the wording or language in the policy is vague or ambiguous, making it difficult to understand or interpret, 
the law is well settled that the interpretation shall be in favor of the party who did not control its ferns...in 
this case, the policyholder. 

For this reason, insurance companies are very careful when drafting the language in a policy. 

Substantive or significant changes usually go through comprehensive analysis before finalization. Yet 
difficulties continue to exist, and the courts are handing down new interpretations all the time. 
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What is an Insurance Policy? 

Notwithstanding the many definitions that exist for an insurance contract or policy, and insurance policy is 
simply... 

“...a written contract or agreement where one party (the insurance company) agrees to indemnify 
or pay to another (you...the policyholder) a determinable amount of money or benefit upon 
determinable contingencies (i.e. an accident or occurrence).” 

We’ve discussed one of the most important elements of an insurance policy...“consideration”. 
Consideration is what transfers between parties to a contract in exchange for the other party’s agreement 
or promise. In the case of an insurance policy, the consideration given to the insurance company by the 
policy holder is the premium (money). The consideration given to the policyholder by the insurance 
company is its promise to pay, albeit only under certain circumstances. 

Lack of Consideration and Breach of Contract 

When a policyholder fails to pay the premium, there is a breach of contract conditions, and the insurance 
company can cancel the policy and, if cancelled prior to a loss, the carrier can refuse to make any 
payment or protection under the policy. This is the penalty a consumer must face for breach of contract. 
Depending on the amount or circumstances of the loss, the penalty can range from non-existent to quite 
severe. 

Likewise, if the insurance company fails to pay a claim made by its insured policyholder, unless 
nonpayment is pursuant to policy provisions or conditions, there is a breach of contract by the insurance 
company. 

When an insurance company (through its adjuster) fails to pay according to policy conditions, the penalty 
is often much more severe than a simple cancellation of the policy. Because of the relative position of the 
parties, and the superior might of the insurance company, the courts take a harsh view of breach by an 
insurance company and often find carriers to have acted in “bad faith”. Findings of bad faith are not 
uncommon in today’s claims climate, and the costs to an insurance company can be enormous. There is 
no quicker way for an adjuster to lose his or her job than to improperly deny a claim and get “hit” with a 
bad faith verdict. 

Consider the following example: 

You’ve paid a premium for your automobile policy. You get into an automobile accident. While 
the accident was your fault, the damage and injuries are minor. Your insurance company fails to 
handle the claim and you are sued by the third party. The insurance company then denies 
coverage to you and refuses to arrange and pay for your defense. A verdict is returned against 
you for much more than your insurance policy limit. 

In such a case, unless the insurance company can show its denial was justified by the policy 
conditions, it will likely incur the wrath of the court or a jury and be punished with a “bad faith” 
verdict that could cost millions of dollars. 

Standard vs. Statutory Policies 

A “standard policy” is one for which the coverage and the coverage forms and wording is common among 
most carriers. You will find most of these policies and the coverage forms referred to as ISO (Insurance 
Services Offices) forms. Most of the policies you will encounter will be the standard ISO policies. 

You will rarely see or work with a “statutory” policy. You will, instead, deal with various types of “statutory 
language” that is required by the state(s) to be included in the “standard” policies. 

You may also deal with a “manuscript” policy. This is a policy that is written “from scratch” and that is 
highly customized per agreement between the consumer/policyholder and the insurance company. 

These are almost always commercial policies for very large companies. 
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The Binder: “Temporary Insurance” While Waiting on the Policy 

Whenever a consumer purchases insurance, he or she will generally complete an “application” which the 
agent will send on to the company with an initial premium payment. The consumer is given temporary 
insurance in the form of a “binder”. 

This binder process is simply a matter of convenience for all concerned. If the premium is never received 
by the company, or if the application is rejected, the policy will never be written. 

Coverage can be “bound” by simply calling your agent and giving him the necessary information over the 
telephone. If the agent has binding authority and confirms coverage, you have an oral “binder”. It is, 
however, much better to get your binder in writing if you can. Oral statements have a way of changing as 
the relative interests of the parties change. 

Florida law takes the binding process very seriously. Generally, if a binder is given, no “advance” notice 
of cancellation is required of the company unless the binder period is more than sixty (60) days. This 
would be an unusual situation. 

In the case of automobile insurance, Florida law states that an insurer must give a policyholder five (5) 
days notice of cancellation of a binder (unless the binder is replaced by an actual policy or another 
binder). This is to make sure that the consumer has adequate opportunity to secure replacement 
insurance and not become “uninsured”. 

An accident or loss that occurs during a binder period is as covered as it would have been had the actual 
policy been written. You will occasionally see a claim come in “under binder”. It is very important that you 
contact the agent or broker to verify the binder and confirm that there was no reason that coverage would 
not have been written. 

The Difference between Property and Liability Insurance 

Property insurance is any insurance where the insurance carrier makes payment directly to its insured 
(i.e. a first party contract). Liability insurance is the kind if insurance where payment is made to third 
parties “on behalf of the insured policyholder, based on the insured’s liability to the third party. 

Some policies are property only. Others are liability only. There are some policies that offer both 
property and liability insurance (e.g. a homeowner’s policy or a typical auto policy). 

The Fundamental Parts of an Insurance Policy 

The Adjuster’s Manual identifies four main parts of any policy: 

• Declarations (“Dec”) Page - “Who and what are covered and where they are located...” 

• Insuring Agreement - “What coverages are provided...” 

• Exclusio ns - “What is not covered...” 

• Conditions - “What each party must do to ensure coverage...” 

While each of these sections are important, the policy deserving significant attention is the section on 
Exclusions. Many people only know (or expect) that they are covered for what they see on the Dec page 
or the Insuring Agreement. 

Unfortunately, most people do not read, nor do they understand, what is excluded or not covered by the 
policy or why these losses are excluded. 

Exclusions 

There are several reasons for the exclusion of exposures in a particular insurance policy: 

• There are other policies better suited to cover that particular exposure. 
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For example : A homeowner’s or general liability policy will “exclude ” any loss arising out of 
the use of an automobile.. .because those risks are better insured under an automobile 
policy. An automobile policy will exclude any loss arising out of an employment 
relationship...as those risks are better insured under a workers’ compensation policy. 

• The peril or exposure is uninsurable. 

For example : Certain risks are totally uninsurable...war, for example. 

• The risk, exposure or peril is so “specialized” in nature that the insurer is not qualified to 
underwrite or rate it. 

For example : An auto, homeowners, or general liability policy will exclude any exposures arising 
out of aviation risk. This is a very specialized peril that requires special expertise to underwrite. 

As you begin to learn about the various exclusions found within the policies, an understanding of these 
“reasons” will help you remember their purpose and where coverage should be found. 

Conditions 

There are many conditions of any insurance policy. Conditions are the responsibilities each party bears 
under the contract on insurance. While it is important that you understand the application of all of these 
conditions, we will discuss a number of them below that are of particular importance: 

• Duties Following a Loss 

As a practical matter, an insured’s duties following a loss include: 

- Giving prompt notice of loss to the insurer; promptly referring any legal notices to the 
insurer; 

- Cooperating with the insurer in every practical way; 

- Protecting or preserving the insurer’s rights; doing nothing to prejudice an insurer’s rights; 

- Submitting a proof of loss when requested. 

* Important to remember is the fact that violation of any one or more of these “duties” can lead 
to a declination of coverage by the insurer. Fiowever, most courts will not uphold such a 
declination of coverage unless the violation is significant and seriously and adversely impact 
the carrier’s position relative to its ability to defend its own position. 

• Other Insurance 

Quite often there will be more than one policy covering a particular loss. In the event of such 
an occurrence, the wording of the policies control how each will pay. 

Insurance policies will participate with “other insurance” in one of three ways: 

- prima ry 

- ex cess 

- pro rata 

A policy that is primary “pays first”. A policy that is excess “pays only after all other collectible 
[primary] insurance pays”. A policy that is “pro rata” pays only that percentage of the loss as 
the limit of its policy bears to the total of all available insurance. 

Here is an example of a pro rata sharing of a $10,000 loss when Policy #1 has a $10,000 
limit and Policy#2 has a $20,000 limit: 

Total Available Insurance - $30,000 

Policy #1’s share - $10,000/$30,000 (1/3 or .3333) x $10,000 = $3,333 
Policy #2’s share - $20,000/$30,000 (2/3 or .6667) x $10,000 = $6,667 

*lf both policies contain the same language, they will generally share on a pro rata basis. 
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• Can cellation 


Remember that an Insured may cancel an insurance policy at any time, without notice. 
However, an insurance company must typically comply with certain state regulations or 
requirements that provide the policyholder with advance notice. If the carrier ignores, or fails 
to comply with these requirements, the cancellation will be deemed incomplete or ineffective, 
and coverage will apply. 

• Apprai sal 

The appraisal process has become quite popular in recent years due to the number of 
disagreements between policyholders and their carriers during times of catastrophic or 
complex loss (i.e. hurricanes, sinkholes, etc.), when there is significant disagreement over 
how much or what type of repair is needed, or when catastrophic price surge causes repair 
costs to escalate beyond the carrier’s assessment of “reasonable” repair costs. 
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Property Insurance Concepts 

In this section we will review specific property insurance and claim concepts and introduce practical 
information about property claim handling you will need to know as an adjuster. 

There are only three types of property: real, personal and possession (or use). The various forms of 
property are commonly considered in residential and commercial insurance claims under the following 
Coverages: 

• Coverage A (Real property) - the insured location, primary home or residence, or 
commercial office building(s); 

• Coverage B (Other structures) - outbuildings, sheds, storage buildings, garages, fences, etc. 

• Coverage C (Personal or Business property) - furniture, fixtures, clothing, electronics, 
personal items, household goods, machinery, equipment, supplies, etc. 

• Coverage D (Loss of Use) - also called ALE or “additional living expense”(increased loss 
expense caused by the inability to live in your home and the necessity of living at a 
temporary location) or Time Element (loss of business profits due to the inability to proceed 
with business due to loss). 

Perils and Hazards 

It is important to remember that the insurance contract only protects you from financial loss arising from 
an insured peril. Even though you may be subject to a particular hazard, or an increase in the likelihood 
that such a peril will occur, the insurance contract will not respond unless there is a loss, or damage, 
resulting from that peril. 

For example: After Hurricane Katrina, many residents of the Gulf Coast suffered significant (yet 
uninsured) loss from flood. While there may have been significant evidence of wind and wind damage 
(an insured peril) around the home, if there was no damage to the home or property from that wind, there 
could be no payment. (*Note: In many cases there were trees snapped and down all around a house, yet 
not a shingle was damaged, not a window blown out, not a piece of siding damaged. Unfortunately, 
water had entered the home, flooding it and ruining its contents. There was no visible “wind-related” 
damage.) 

Remember the difference between the types of hazard: 

• Physical hazards - A physical condition that increases the likelihood of loss. 

An example of a physical hazard is a run-down, dilapidated residence. It would be 
particularly susceptible to damage by wind, rain, fire, or liability if someone came on the 
premises and got hurt. 

• Moral hazards - A conscious state of mind, or conscious disregard of risk or harmful 
conditions, that could lead to loss by a particular peril. 

An example of this is a person who is a habitual speeder with lots of moving violations. 

That individual exhibits a conscious, gross disregard for traffic laws increasing the likelihood 
of an automobile loss. 

• Morale hazards - An unconscious state of mind that unintentionally increases the risk of loss. 

An example of this is someone who is just carelessness or accident prone. It could be 
someone who, though not intentionally, maintains a cluttered, messy store or home, 
increasing risk of injury to a guest. It could also be someone who freguently forgets to lock 
the door to her house, or leaves her keys in the car.. .increasing the likelihood of loss by theft. 
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So, remember the difference between a hazard and a peril: A peril is considered a cause of loss (i.e. 
wind, lightning, fire, automobile accident, etc.). A hazard is a physical or mental condition that increases 
the likelihood of loss by such perils. 

Proximate Cause 

Any loss that is directly connected to, or which grows or results directly from, damage caused by an 
insured peril, is considered to be loss by that peril. This concept is known as the doctrine of proximate 
cause, and it is fundamental to all types of insurance, loss and claims handling. 

The Adjusters’ Manual provides the following example: 

1. Lightning strikes an insured dwelling, causing the dwelling to catch fire. 

2. The homeowner rushes to remove his property from the burning building, and in the process, 
drops or damages the property, or... 

3. Firemen trying to put the fire out spray thousands of gallons of water on the house. The water 
puts the fire out, but it also causes “water damage” to other areas of the house, and to property 
inside the house, that had not yet begun to burn. 

In this example there is an unbroken chain of events, from the initial cause of the loss, to any and all 
damaged that ultimately results from, or is connected to, the original cause of the loss. 

Another example is when lightning strikes and causes the power to go out...and due to the loss of power 
hundreds of dollars worth of meat and frozen goods spoil. The “proximate cause” of the spoilage was the 
lightning strike. 

*lf there is an unbroken chain of events, or series of conseguences, flowing from the initial loss caused by 
the insured peril, the insured peril will be considered the proximate cause of the damage. 

Direct vs. Indirect Loss 

The actual damage done to the home by a lightning strike or by a falling tree during a hurricane is 
considered a direct loss. Loss of use, or economic loss (the money you have to spend to stay in a hotel 
because your home is now unlivable until repaired), is an indirect loss. When the tree pulled the power 
line away from your home as it fell, and due to the loss of power you lost $2,000 worth of prime beef in 
your freezer, you suffered an indirect loss. 

Deductibles 

Deductibles deserve additional attention. Consider carefully the different types of deductibles, as they are 
very important...now and in future claim handling. They are: 

- straig ht deductibles 

- percenta ge deductibles 

- franchise deductibles 

If you have a standard $500 deductible with your automobile’s collision or comprehensive coverage, or for 
your homeowners’ coverage, this is a straight deductible. 

All Florida homeowners’ policies have a hurricane deductible of 2%. This percentage deductible is 
calculated from the coverage limit. For example, if your home residence is insured under Coverage A 
(the real property) for $200,000, your Coverage A deductible is $4,000. 

Losses to “Other Structures”, typically considered under Coverage B, is still considered to be real property 
to which the Coverage A deductible of $4,000 applies. There is no separate deductible for Other 
Structures under Coverage B. 
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If your Coverage C (personal property) limit is $100,000, your 2% deductible will be $2,000. 

It is unlikely that you’ll see a franchise deductible in the course of claims handling as they’re not generally 
sold in the normal insurance marketplace. A franchise deductible is a monetary amount that a loss must 
exceed before any payment is made, and if the loss does exceed that amount, the loss is paid in full. 

For example, you have a covered loss to property of $1,500 and a franchise deductible of $2,000. In 
such a case, no payment would be made. However, if the total amount of your covered loss was $2,200, 
then the full amount of $2,200 would be paid. 

Lender Interests 

Virtually all insurance policies in today’s society provide for protection of the Mortgagee. It is one of the 
most important duties of a claims adjuster, when making payment on a claim for damage to real property, 
that the mortgage, if any, be named on the check. 

Insurers must also protect named mortgagees in other ways by: 

- giving the mortgagee notice of cancellation, reduction of coverage, or non-renewal 

- protecting the mortgagee even if the named insured does something to invalidate coverage 

- allowing a mortgagee to continue coverage by paying the premium, should it choose to do so. 

As a practical matter, the most common and most important thing an adjuster must do to protect a 
mortgagee’s interests is to ask/confirm if there is a mortgagee on the property, and to make sure the loss 
payment is made payable to the named insured and the mortgagee. 

It is the insured’s responsibility to get the mortgagee’s endorsement in order to cash the check. The 
claims adjuster has no responsibility for this. 

Loss Settlement Valuations 

Remember the different types of loss valuation: 

- actual cash value (ACV) 

- repla cement cost (RCV) 

- valued policy 

Years ago the most common method of loss valuation was to pay “actual cash value” (ACV) for loss to 
real or personal property. ACV is defined as “replacement cost less depreciation”, and this would often 
cause some controversy due to disagreement over how much a piece of property had depreciated. 

Most policies today provide for settlement according to a replacement cost valuation. In fact, Florida law 
now requires that real property be insured and paid under replacement cost coverage. 

Many companies still engage in a practice called “holdback”. Even though an insured has replacement 
cost coverage, the carrier will tender a check for the ACV of the loss, and tender the remaining portion of 
the loss upon documentation that repairs had been completed, or the personal property had been 
replaced. 

This practice created numerous practical difficulties for the insured, and Florida no longer permits such a 
practice. If a loss is insured for RCV, then RCV must be paid...up front. 

Valued policy agreements are where you and the carrier agree to insure a particular item for a specific 
value. When this occurs, the policy pays that amount, regardless of the actual value of the item. For 
example, if you had insured a rare gun for $150,000, and it was lost in a fire, you would receive $150,000 
for the gun, even if the value of the gun had fallen to $125,000 or risen to $200,000. 
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Florida’s Valued Policy Law is very important in the handling of property claims. If a building, structure, 
home, mobile home, or manufactured housing unit is valued at $100,000, the total loss of that building will 
require a payment of $100,000, even if the property is worth less. 

This becomes particularly important if the property is not an actual total loss, but is considered to be a 
“constructive total loss”. That is, the cost to repair or replace the property is considered to be in excess of 
50% of its value. In the case of an appraised repair value of $72,000, the carrier would have to pay the 
full policy limit of $100,000. 

Of course, the carrier has the choice to repair the property, but most carriers do not want to assume the 
additional responsibility or expenses of engaging in construction activities, etc. 

Coinsurance 

Coinsurance is an important concept that must be understood in order to effectively and accurately adjust 
property claims; yet it can be a difficult concept to understand. So we’ll spend a good deal of time on the 
concept. 

Through the coinsurance clause the carrier is trying to accomplish two things: 

1. Make sure that real property (homes, buildings, etc.) is properly insured for its value so that the 
carrier gets fair premium for risk assumed : 

The carrier collects a premium on each property insured. If each premium collected accurately 
reflects the values insured, and a loss occurs, even if the losses are total losses, the carrier will 
be able to pay those losses without fear of insolvency. 

However, most losses are “partial” (vs. total). If a property owner could insure his property for 
50% of its value, with the carrier receiving half of the premium it would have otherwise collected, 
and still sustain 100% of the partial loss, a carrier might face a significant exposure. Imagine the 
following: 

A property owner has a piece of property valued at $100,000. The minimum coinsurance 
requirement is 80%, requiring the owner to insure the property for at least $80,000. The 
premium for this policy, with a $500 deductible, would be $800 per year. 

The property owner, seeking to save money, only insures it for $50,000, with the same $500 
deductible, resulting in a $500 premium.. .a savings to the owner of $300. 

Assume that a tornado passes near the home and the owner suffers $1,000 in damage to his roof 
and files a claim. After the $500 deductible, the carrier pays $500. It has now paid out in losses 
100% of what it received in premium. If the property owner has another loss, the carrier has a 
negative return. Even if there are no additional losses, there is no premium revenue left for the 
carrier’s expenses (i.e. rent, salaries, agent commissions, etc.) and certainly no profit. 

Assume now that a large number of owners insure in the same manner. The carrier would soon 
find the sale of property insurance unprofitable and stop selling it. 

The coinsurance clause gives the carrier a credit if a loss occurs to underinsured property. If the 
property owner does not insure the property to at least the value of the coinsurance percentage 
(e.g. 80%), he is penalized by a reduction in the loss payment. 

2. Give a policyholder credit for insuring property “to value ”. 

If a property owner insures a piece of property “to value” by meeting the coinsurance 
requirement, he can rest assured that his losses will be paid in full. This gives the owner an 
“incentive” to insure to value. 
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Some carriers will even provide a premium credit if the owner elects to insure the property for 
more than the minimum coinsurance requirement. For example, if the property owner in the 
example above were to agree to insure the property for its full value ($100,000), the carrier 
might even give a $50 credit for a resulting premium of $950. 

By insuring his home for $80,000 (80% of its value meets the coinsurance requirement), a 
property owner might collect 100% of his partial losses. Yet in event of a total loss, he would 
only receive $80,000...thus losing $20,000 of the property’s value. 

By giving the 5% premium credit, the carrier provides an incentive for the owner to insure his 
property to full value. In the event of partial or total losses, the owner is fully compensated, 
and the carrier is getting full premium for its insured risk. Thus, it is more likely to be able to 
survive financially, especially in times of heavy loss, such as a catastrophe. And in the event 
of a total loss, the property owner receives the full value of his property. 

Calculation of a Coinsurance Payment 

Calculation of a loss payment under a coinsurance requirement is an activity a property adjuster must 
clearly understand and be able to calculate consistently and accurately. It’s very, very easy...just practice 
it over and over... 

There are four (4) simple things you must know in order to calculate a loss payment under a coinsurance 
requirement, and all of these items must be obtained before you can begin to evaluate a claim for final 
payment. They are: 

1. The loss amount - You will have this on your estimate or appraisal of damage. 

2. The limit of insurance - This will be on the policy and is limited to real property only. 

3. The value of property prior to loss - You can secure this from your property appraiser. This value 
should be the cost to repair or replace the building only...and should not include the land. 

“Market value” is not an appropriate figure to use in this application, as it includes both the value 
of the land itself as well as other factors such as demand vs. supply, location, etc. 

4. The policy’s coinsurance requirement - This will typically be 80% or 90%. 80% is the most 
common requirement for homeowners’ policies. 90% is more common on commercial policies. 

Here again is the formula for calculating a loss payment under a coinsurance requirement: 

Loss Payment = 

Loss (less deductible) X [Cov A Limit / (Property Value x Coinsurance %) 

Stated another, easier way: 

Loss Payment = 

Loss Amount (less deductible) X (did insure for / should have insured for) 


Let’s take the example above where the Insured has a home valued at $100,000, a coinsurance 
requirement of 80%, a policy limit of $50,000, and a $500 deductible: 

Loss Payment = $1,000 - $500 X [$50,000 / ($100,000 x .80)], or... 

Loss Payment = $500 X [$50,000 / $80,000],..or .625 = $312.50 
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On a small loss, this is a significant penalty for underinsuring the property! The property owner lost 
$187.50 for not insuring his property to the value required by the coinsurance clause. On a larger loss, 
the coinsurance penalty would be even greater. 

*Note: As a property claims adjuster you will need to know the coinsurance clause extremely well, so 
study it. You will find it becomes easier if you just remember that the payment under a coinsurance 
requirement is: “loss x did/should”. 

The application of coinsurance is VERY important for you to learn, so let’s do it one more time: 

A Coinsurance Calculation Example : 

Assume that ten years ago a couple insured their home for [its then appraised value of] $50,000. Two 
weeks ago they had a fire that resulted in an estimated loss of $30,000 for repairs. The adjuster finds 
that the value of their home is now $150,000, but the home is still only insured for $50,000 and has a 
deductible of $500. The policy has an 80% coinsurance clause. How much should the adjuster pay to 
the couple? 

*Note: This is a typical scenario when homeowners don’t know or understand that they should continue to 
reassess the value of their home and adjust the insurance coverages. Such a situation was found to be 
widespread across the Mississippi Gulf Coast after Hurricane Katrina, and people felt unduly penalized by 
the insurance industry. This is another reason for the importance of communication between the carrier, 
its agents, and its insureds. The carrier and its agents have the knowledge. Most insureds don’t. 

Loss Payment = 

Loss (less deductible) X (did insure for / should have insured for) 

And thus: 

Payment = $30,000 - $500 X ($50,000 / $150,000 x 80%), or... 

$29,500 x ($50,000 / $120,000) or .42 = $12,390 

How do you think the insured would feel when you, as their adjuster, offer them $12,390 for their $30,000 
loss? No matter how much explanation you give, this will be a hard message for them to understand and 
accept. 

So when you have to deliver such a message and payment, be sensitive to the feelings and lack of 
understanding of the insured. 

Specific vs. Blanket Insurance 

Most residential policies have specific limits, or limits on each particular type of coverage or property, 
whereas you will generally find “blanket” insurance on commercial policies, particularly those involving 
multiple buildings. 

For example, Indian River County (the county in which Vero Beach, FL sits) had numerous layers of 
blanket insurance coverage (primary and excess) for its 48 separate properties prior to the 2004 storm, 
Hurricane Frances. 

Hancock County, Mississippi had a blanket policy of $1,000,000 through Mississippi Windstorm 
Underwriting Association covering its 28 separate locations prior to Hurricane Katrina coming ashore over 
them in Bay St. Louis, MS in 2005. 

Losses are evaluated for each separate location, or type of coverage, and then paid until the blanket 
coverage is exhausted. 
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Liability Insurance Concepts 

This section deals specifically with liability insurance and liability claim concepts. On the following pages 
we will emphasize liability insurance, legal concepts and practical information about liability claim 
handling that you’ll need to know as an adjuster. 

What a Liability Policy is All About 

Remember that the sole purpose for liability insurance is found in the Liability Insuring Agreement.. .’’to 
pay on behalf of the insured all sums the insured becomes legally obligated to pay as damages”. 

There is one very important concept in this insuring agreement that is critical and that you must 
remember: “legally obligated to pay”. 

Liability insurance is intended to only pay upon the insured’s legal obligation. Therefore, to properly 
handle a liability claim you must have a clear understanding of what constitutes “legal obligation”, and 
thus, you should be prepared to enter into a comprehensive study of the law...as much as any lawyer has 
encountered in law school and thereafter in practice. 

If you enter the liability claims practice, you’ll be working and negotiating with these same lawyers over a 
multitude of legal issues! 

Liability Policy Limits 
Here are a few examples of: 

• A Single Limit Homeowners Policy: 

Bodily Injury Liability $300,000 
Property Damage $ 50,000 

This is the maximum amount the insurer will pay for any one accident or occurrence for either 
type of loss. 

• Split Limits are commonly found in Automobile Liability policies, i.e. 10/20/10 or 100/300/50. 

This is what they mean: 

10/20/10 is generally reflective of a minimum limits auto policy. It means the insurer will pay 
a maximum of $10,000 for each individual, a maximum of $20,000 for the accident or 
occurrence, regardless of the number of individuals, and $10,000 as a maximum limit 
payable for property damage. 

A 100/300/50 policy means the same thing, but expands the limit payable under each area, 
i.e. the insurer will pay a maximum of $100,000 for each individual, a maximum of $300,000 
for the accident or occurrence, regardless of the number of individuals, and $50,000 as a 
maximum limit payable for property damage 

• Aggregate Limits are most commonly found in single limit coverages in commercial policies. 

Here is an example of a Business Owners policy: 

Bodily Injury/Property Damage $1,000,000/$2,000,000 

The policy will pay up to $1,000,000 for bodily injury or property damage arising from any 
one accident or occurrence, and will pay no more than $2,000,000 for the policy term, 
regardless of the number of accidents or occurrences. 

Legal Liability 

Understanding the concept of legal liability is one of the most important parts of an adjuster’s job, and it 
can make be difference between one who works at adjusting and one who truly becomes a professional 
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claims adjuster. There are a number of critical facts that one should keep in mind in liability claim 
practice. 

Remember...just because something happens to someone doesn’t always mean it is someone else’s 
fault, or that someone else is “legally liable” for the event or any loss or damage resulting therefrom. Our 
society today generally wants to make someone else responsible for everything that happens, and this 
expectation creates quite a challenge for today’s claims adjuster. 

Critical Point #1: Not every loss requires that someone be “at fault”. One must begin the 
evaluation of legal liability from “ground zero”...with an objective assessment that begins with no 
one at fault. 

To assess one’s legal liability not only requires a thorough knowledge and understanding of the law, but 
requires one to superimpose that law on a set of facts, to apply its legal principles, and determine the 
existence (or non-existence) of liability. To do this one should always keep in mind how such a set of 
facts, and the laws surrounding them, would play out to the ultimate decision-maker.. .a judge or jury. 

Critical Point #2: It is not enough to know the law. One must understand the “why” behind the 
law, and the legal principles that provide its foundation. 

Yet the assessment of liability, and the settlement of claims, does not require that a lawsuit be filed or that 
a case go to trial and verdict. In fact, it is a claims adjuster’s primary responsibility to evaluate claims and 
pay/settle them without the necessity of litigation or trial. Most liability claims are voluntarily settled by 
compromise agreement between an adjuster (on behalf of the insurer and its insured) and the claimant 
based upon how the adjuster believes a judge or jury would rule on the case. Resolving claims through a 
compromise settlement is the only true way to “minimize loss” for the insurer and/or its insured. 

Critical Point #3: An adjuster must become expert enough in the law, and confident enough in the 
application of that law to a particular set of facts, to present a convincing argument of liability (or 
the lack thereof) to justify settlement of a claim. 

Assessing Legal Liability 

Legal liability is assessed in three ways: 

• Full liability - the insured is totally at fault for an accident or occurrence and the resulting 
damage; 

• Partial liability - the insured is partially at fault. Others, including the claimant(s), may also 
share in that fault; 

• No liability - the insured is not at fault. Either someone else, including the claimant, is at 
fault, or (and our society as a whole does not like to accept this fact) no one is at fault, i.e. 
sometimes things “just happen”. 

The assessment of legal liability rarely results in answers that are totally “black or white”. The answers 
generally fall in various states of “gray”. In other words, there are no totally certain answers, or 
guarantees. 

Since the final word in the assessment of legal liability lies with a judge or jury.. .and we really don’t want 
to go there (if we’re going to handle and resolve claims in a fair, timely and efficient manner), we have to 
come up with an “educated guess” as to what a judge or jury would decide given the law and facts of a 
particular case. Yet that educated guess is just that.. .and what a judge or jury would decide would be 
influenced by the arguments of the attorneys in the case and a number of other factors that would have 
an impact on a jury (e.g. the credibility, or believability, of witnesses, including the insured or claimant, the 
interpretation of facts, the skills of the attorneys, any pre-existing prejudices a judge or jury member may 
have, etc.) 
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An adjuster must evaluate his or her position, be able to state that position and present the facts and law 
in support of that position, and then determine how much chance of success (or failure) he or she would 
have in convincing a judge or jury of that position. This evaluation must be done on a percentage basis, 
from 0%-100%. 

If you believe there is a 100% chance of success in the argument that your insured is not at fault, then 
you would offer nothing in settlement of the claim. 

If you believe there is a 0% chance of success with such an argument, then you would consider either full 
or partial payment of the damages presented. 

Yet the arguments, and the chances of success or failure, are rarely this certain. A historical and 
industry-wide claims practice is that there are no absolutes. Even if you were 100% certain that your 
insured was not at fault, you would allow at least 10% of a chance that you might fail in such an 
argument. Thus, you would be willing to make payment of at least 10% of the damaged in settlement of 
the claim. Conversely, remember that your opponent should realize that even if he were certain that 
there was 0% chance of your insured escaping liability, there are no guarantees at trial, and there would 
be at least a 10% chance that he would fail...and thus be willing to accept something less than full value 
of the damages. “Settlement” is all about compromise... a point that many people forget. 

Critical Point #4: The evaluation and settlement of liability claims usually takes place in a very 
“gray” area, and one must not only prepare a convincing argument for one’s position, but assess 
the likelihood of success or failure in winning that argument. The “settlement of claims” is 
generally completed through the compromise of various issues and facts to arrive at a final 
resolution acceptable to both parties. There are no absolutes, and even a 100% case presents a 
10% chance of success or failure, the parties to settlement should remember this in the 
assessment of legal liability and negotiation of claims. 

Torts 

A tort is a civil (vs. criminal) wrong...one person or entity against another. Most liability is founded upon 
fault from “unintentional” (accidental) acts...or negligence. 

Intentional tort (premeditated) is not covered by insurance policies, and you will find it removed from 
coverage in the section entitled “Exclusions”. 

There is also tort liability based on “liability without fault”. This area of the law, known as “strict liability”, 
places a higher standard of responsibility known as “absolute” liability on certain activities regardless of 
fault. Such laws are generally made in the state legislatures or are created by the judiciary through 
common or caselaw. 

There are limited defenses or exceptions to strict liability, but they are strictly interpreted, and any 
ambiguity in the facts or the application of law to the facts, is generally interpreted in favor of liability (vs. 
no liability). 

Most of the liability claims adjusters will handle in the early years of their careers will be grounded in 
negligence. As the severity of claims an adjuster is assigned increases, the more likely it will be that one 
will deal with various forms of strict or absolute liability (e.g. product liability claims). Strict liability is more 
frequently found in the commercial market vs. personal insurance, although there are some exceptions. 

Negligence 

Negligence is by far the most common basis for liability. This cause of action arises from failing to act as 
a reasonably prudent person in similar circumstances. 

Negligence is best described as “fault”. If you are to consider whether or not someone is negligent, it is 
easier to approach the analysis by considering whether or not that person was “at fault” or not, whether it 
was solely that person’s fault (i.e. 100%) or if they were partially at fault (i.e. < 100%). 
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There are some very important elements to consider when determining negligence, but we will discuss 
them later in this course. For the time being, when considering one’s negligence, consider it simply as 
this: 


• Did they do something they shouldn’t have done? 

• Did they fail to do something they should have done? 

Vicarious liability (historically described as “the liability of the master for the actions of the servant”) is best 
known under the principle/agency rule (i.e. the principle is responsible for the acts of the agent). Under 
vicarious liability, the negligence of the person or entity that caused the loss is imputed (or transferred) to 
someone or some entity responsible for the actions of the one who caused the loss. 

You will most often find arguments of vicarious liability in the following situations: 

• the liability of the employer for the acts of the employee; 

• the liability of the parent for the acts of the minor child 

Common Law vs. Statutory Law 

Remember that decisions in cases today can be influenced by the common law (i.e. the customs of the 
people), statutory law (the written will of the legislature) and the cases that have gone before (i.e. the 
doctrine of “star decisis”). 

Statutory law can also be created by various rule-making bodies and can be found in local community 
ordinances. 

Statutory law is used to influence decisions and create caselaw. Caselaw is also impacts the 
interpretation and application of statutory law. They are equally important in the analysis of liability and 
the adjustment of claims. 

Complaint vs. Answer 

A “complaint” is just another term for lawsuit or petition. 

Damages 

Liability insurance pays for “damage” caused by an insured, and “damages” are anything that can be 
translated in terms of “money”. The burden of proving “damage” rests with the claimant, or plaintiff, in a 
claim or lawsuit. 

The two types of damages are: 

• Compensatory - money that compensates for loss, both tangible and intangible. 

• Punitive - money that penalizes antisocial or heinous behavior and establishes a deterrent 
against such future behavior. 

As an adjuster you will be most involved with the assessment and evaluation of compensatory damages. 
These damages are further broken down into: 

• Special damages - tangible, documentable financial losses such as medical expenses and 
lost wages; 

• General damages - intangible losses such as pain and suffering, mental anguish, 
permanent injury and disfigurement. 

In the average, non-serious injury claim, the phrase “pain and suffering” is also understood as “discomfort 
and inconvenience”. 
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Damages can be awarded in both tort and contract actions, and a claimant can sue under both theories in 
a single lawsuit or action. 

As a practical matter, there is far less litigation over matters of contract than in matters of tort liability. 

This is because it is much easier and more financially rewarding to get general and punitive damages 
through a tort action. Attorneys may forego a case in contract simply because it doesn’t pay enough to 
warrant their time in hopes of pursuing a tort action that could result in a large verdict awarding millions of 
dollars in general or punitive damages. 

It is critical that you remember (and we will go over this again later) that for a plaintiff to recover in an 
action for negligence, he must prove the four (4) elements of negligence: 

1. the defendant had a legal duty to act or not act in a prescribed manner; 

2. the defendant failed to act or not act accordingly (i.e. breached that duty); 

3. the plaintiff suffered actual injury, loss or damage 

4. the defendant’s breach of legal duty was the cause of the plaintiffs loss or damage. 

If any one of these elements is lacking, there is no liability and the cause of action (lawsuit) will fail. 

As stated earlier, it is crucial that an adjuster thoroughly understand these four (4) elements, and be able 
to apply them to the facts of each case when determining liability. 

Defenses 

A number of defenses are available in any claim of negligence: 

• No negligence - quite simply, your insured was not negligent. Obviously, this position would 
warrant a total denial of liability. There are many factual scenarios that merit such a defense. 
However, unless the facts strongly support this position, be wary. By taking an “absolute” 
position, you may paint yourself into a corner by forcing a claimant to sue. If there is any 
question or possibility at all that the insured might be found negligent, you should consider an 
exposure for partial liability (as we will discuss below) and settlement of the controversy. 

• Contributory Negligence - this concept recognizes that the claimant may have been partially 
at fault, even to a minor degree. In a jurisdiction that follows the contributory negligence rule, 
if a claimant is even partially responsible for an accident, loss or damage, there can be no 
recovery at all. Very few jurisdictions today follow this rule of law as they believe it to be 
overly harsh. Even if they do, claims adjusters will typically use a “comparative negligence” 
analysis to arrive at a settlement evaluation. 

• Comparative Negligence - the negligence of the claimant, if any, is “compared” with that of 
the insured using a 0% - 100% scale. If the claimant is 25% responsible for the accident and 
resulting loss, his damages are reduced accordingly. 

When presenting a claimant with your assessment of liability, and suggesting that the 
claimant is comparatively negligent, be prepared for extreme defensiveness, if not total 
outrage, and an immediate cessation of any type of negotiation. A claimant whose damages 
are caused, in whole or in part, by the negligence of another (your insured) is not interested 
in their own responsibility, and will not likely admit to any. Arguments of “comparative fault” 
on the part of the claimant are particularly difficult when the claimant’s negligence is minimal 
(i.e. 20%> or less) and your insured’s negligence is the major cause of the loss. 

You can increase your chances of settlement, and minimize the risk of extreme reaction, if 
you approach the claimant with a more common sense approach and less of an “insurance” 
style of discussion. 
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• Assumption of Risk - the Adjusters Study Manual identifies this defense, yet Florida and 
most other jurisdictions have largely abandoned this rule, as it serves as a complete bar to 
recovery. In situations where assumption of risk is supported by the facts, claims adjusters 
(and attorneys) will typically use a “comparative negligence” analysis to support a settlement 
evaluation. 

Dangerous Instrumentality Doctrine 

Vehicles have been classified as dangerous instrumentalities. Guns and [traditionally wild] animals may 
also be considered as appropriate for such a classification. 

Laws Affecting Legal Liability 

Certain laws have a significant impact of legal liability. These laws may broaden legal liability and they 
may limit legal liability. These most common of these laws are known as Statutes of Limitation, Wrongful 
Death Acts, Automobile No-Fault, Sovereign Immunity (and Waivers thereof), and Workers’ 

Compensation Laws. These laws comprise complete courses of study in their own right, as they can both 
expand and restrict traditional laws. We will briefly describe them here, hopefully in a manner that will 
make them a little more understandable: 

• Statutes of Limitations - there is a long standing principle of law that “an aggrieved party 
cannot simply stand on their rights” and do nothing. There is better, more appropriate 
principle known as “use it or lose it”. Each jurisdiction gives an aggrieved party a certain time 
period within which they must formally exercise their legal rights, or forever lose their rights to 
do so. These time periods vary by the different causes of action. In Florida, the statute of 
limitations for civil damages is four (4) years. That is, a tort action must be brought (this 
means a lawsuit must be filed) within four (4) years of the date of injury or damage. 

An action in contract must be brought within five (5) years of when the cause of action 
accrues (i.e. the breach of contract). And, in general, the statute of limitations for workers’ 
compensation is one (1) year from the date of accident, or two years from the date of last 
treatment, whichever is later. 

• Wrongful Death Act - these laws define the legal rights of the survivors of a deceased 
individual, whose death is the result of a tort. These are very serious and complex cases that 
are handled by seasoned adjusters. 

• Workers’ Compensation & Auto No-Fault -these laws restrict an individual’s right to sue and 
replace that right with certain guarantees of benefits. Workers’ compensation restricts an 
employee’s right to sue his employer. Auto No-Fault restricts an individual’s right to sue 
owners and drivers of motor vehicles for certain types of damages. There are exceptions to 
each of these restrictions that will be discussed later. 

• Waiver of Sovereign Immunity - Florida waives sovereign immunity (meaning an individual 
can sue a state or municipal governmental body) in certain circumstances with a limit on 
recovery of $100,000 per individual and $200,000 for all individuals arising from one accident 
or occurrence. 

• Breach of Product Warranty - these claims are normally found as part of a product liability 
claim and are a very complex type of claim. 

Insured’s Duties 

The insured’s duties in the event of a loss are very similar to those in a property claim, particularly giving 
prompt notice of claim or lawsuit to the insurer. There is also a duty to cooperate and a duty to do 
everything reasonable and necessary to preserve the insurer’s interests. 
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If a lawsuit is filed and served upon an insured, the insured must immediately tender the lawsuit to the 
insurer. Failure to do so in a timely manner could jeopardize the insurer’s ability to defend the lawsuit and 
result in significant costs, as well as the possibility of a default judgment. 

Insurer’s Obligations 

The carrier has an obligation to defend its insured. A principle of law is that “the duty to defend is greater 
than the duty to pay”, and that the question of whether or not there is such an obligation is found “within 
the four corners of the complaint”. 

If a reading of the lawsuit, taking everything that is claimed in the petition as true, would fall within the 
coverage provided, then there is an obligation to defend the lawsuit. It does not matter if all or part of the 
allegations made in the lawsuit is false, or that they are later proven to be false. The obligation to defend 
remains. 

Reservation of Rights 

A reservation of rights letter should be tendered immediately to an insured whenever a question of 
coverage arises and cannot be swiftly resolved in favor of the insured. If coverage is later found in favor 
of the insured, the reservation can be rescinded. If investigation, or litigation, later proves there is no 
coverage, a declination of coverage would follow. At least the insured would be provided an opportunity 
to prepare for it. 

Reservation of rights letters are very formal documents, and must prescribe to a specific format. You 
should always get guidance from a supervisor, claims manager or defense attorney before sending one. 

Settlement 

In general, a carrier always has a right, but not the duty, to settle any claim it deems reasonable and 
prudent. The question of whether or not a carrier should have settled a claim within the policy limits, 
when it did not do so, will depend on many factors. Yet the exposure to a carrier for not settling a claim 
within the policy limits and thus protecting its insured from an excess verdict, can be very serious indeed. 

Characteristics of an Insurance Contract 

Here are some reminders about insurance policies, i.e. contracts. They are personal; they are 
conditional; they are contracts of adhesion (discussed previously); they are based upon the principle of 
indemnity; and one must have an insurable interest in order to secure an insurance contract. 

Doctrines of Waiver and Estoppel 

The doctrines of waiver and estoppel are very important to the adjuster and to the claims adjusting 
process. These doctrines are historical and the courts in all jurisdictions give them great weight and 
prominence when deciding insurance claim controversies. 

Waiver - Waiver is generally considered the intentional or voluntary relinquishment or “giving up” of a 
known right. Examples include: 

• A policyholder decides not to report and pursue a claim for a minor automobile accident. In 
doing so, he or she gives up a right of recovery under the automobile policy. 

• An insurer may decide not to insist on a “proof of loss” or “appraisal” in the settlement of a 
property insurance claim. In doing so, it relinquishes its rights under the policy. 

There are two types of waiver: express and implied. An express waiver is an oral or written statement or 
action that voluntarily gives up a known right. An implied waiver is generally inferred from some other 
type of action or inaction (i.e. neglect on the part of an agent or adjuster) that is inconsistent with the 
carrier’s rights under the policy, and thus “implies” waiver of such right. 

Estoppel - The word “estoppel” is similar to “estopped”, meaning that one may not deny a fact where 
one’s previous actions have indicated such a fact is true. Estoppel is a legal bar to alleging or denying a 
fact when one's own previous actions or words are to the contrary. Estoppel is particularly relevant where 


CCA Designation Course - Section I - Introduction to Claims 


31 


an innocent party relies on the actions, statements, or references of the other party and is damaged when 
the acting party later tries to deny such a fact exists. 

While seemingly complex, in application it becomes much simpler to recognize and understand. 

Consider these examples: 

• An agent tells an insured that their policy will cover a specific peril that the insured seeks to 
cover, when in fact the policy excludes it. If the insured suffers a loss from such a peril, and 
can prove the agent told him that the loss would be covered by the policy sold, the insurer will 
have to pay the loss. 

• An adjuster tells a homeowner that there is no need to file a “proof of loss” to document a 
loss. The homeowner relies on the adjuster’s statement and does not do so. The insurer 
cannot then go back and deny the claim for failure to comply with the condition. 

While these two examples involve first party property claims, issues of waiver and estoppel exist in 
every line of claims business, and may rear their head at any time in the claims handling process. It 
is important for the adjuster to understand these concepts and what actions might suggest their 
enforcement. 

Basis for Insurer Avoidance of Performance 

Be sure to remember that an insured is not supposed to profit from loss (i.e. the principle of indemnity) 
and cannot intentionally cause a loss in order to create a profit. Insurance also cannot be used to finance 
or protect one from illegal activities. 

Breach of Warranty, Misrepresentation, Concealment 

Misrepresentation must be material in order to avoid one’s obligation under the insurance contract. 
Concealment differs from misrepresentation in that it arises from the intentional failure to reveal certain 
material and relevant facts to the carrier when applying for insurance. 

For any of these issues to justify avoidance of the obligations in the insurance contract, these activities 
must a) be material and relevant to the carrier’s decision to accept the risk or hazard; and b) if known to 
the carrier, it would not have issued the coverage in the form or at the premium offered. 


♦ 
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Section II i ntroduces you to the world of Casualty 
Adjusting. The se ction begi ns with the process of 
teaching you to think like a profe ssional cl aims 
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Liability, No-Fault/PIP, General Li ability, and Worke rs’ 
Compensation claims handling. 
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Section II - Casualty Adjusting 

Now that we’ve laid a foundation of what an adjuster’s job is really all about, and covered some basic 
groundwork on property and casualty insurance concepts, we’re going to dig deeper into the property and 
casualty lines. In this section we’ll spend most of our time on the four largest lines of casualty insurance: 

• Automobile Liability 

• Gene ral Liability 

• Homeowner’s Liability 

• Wo rkers’ Compensation 

In the State of Florida you will find a tremendous volume of claim business conducted within, and large 
claims departments handling these lines of business, and it is here that a newly licensed adjuster has the 
greatest opportunity for entering the profession. 

After we’ve covered these areas we’ll briefly cover some of the less common and much more complex 
specialty lines of: 

• Boiler and Machinery 

• Crime and Surety 

But first...let’s look at the adjusting profession from another perspective: 

THE ART OF LIABILITY ADJUSTING 
To Think Like an Adjuster 

Adjusting is not just a process. It is an art form ...a combination of process, science and the ability to 
manage people and their legal ri ghts during times of uncertainty, stress an d adversity, and con elude 
those claims by finding ways to satisfy those rights at a cost acceptable to the carrier or business entity 
you represent. To do this, one must learn the art of adjusting... a way of thinking... 

A professio nal adju ster a Iways folio ws the same b asic thoug ht process in handling a liability claim. 
Regardless of the type claim involve d in the loss, this proce ss involve s the com pletion of certai n 
steps...consistently...every time a claim assignment is undertaken: 

1. Acknowledging receipt of the claim and initiating contact with the Insured 

2. Immediate contact with the [third party] claimant (or attorney if in litigation) 

3. Securing appropriate coverage and policy information 

4. Investigating all fact s surrounding th e lo ss to de termine wh at, whe re, a nd wh en a lo ss 
occurred happened, why it occurred, and who was responsible. 

5. Investigating the nature and extent of damage, both property and injury. 

6. Evaluating the liability of the parties and value of the damage and injury claims. 

7. Settling the claim. 

But this series of steps doesn’t just indicate a process. “Thinking like an adjuster” involves a consistent 
way of thinking your way through a claim. It’s a mind- set. A method of sequ ential and logi cal 
development of facts and legal concepts superimposed on those facts, followed by an analysis of values 
and strategic disposition alternatives.. .all designed to bring about a final conclusion of the claim at a price 
that is satisfactory to both insured and claimant. 

Let’s take a look at the steps involved in this process: 


CCA Designation Course - Section II Casualty 


33 







Notice of Loss/Receipt of claim 


Secure Policy Coverages 


1. Immedi ately secure the correct poli cy 
information and determine who the Insured is, 
confirm the p olicy per iod and that the lo ss 
occurred w ithin th e effe ctive date s, what the 
Insured i s covered for, and if tha t coverage 
applies to th e lo ss in que stion, re serving an y 
questions fo r co mpletion o f the factual 
investigation. 


2. Immediately contact the Insured and 
claimant (or attorn ey) upon receipt of claim 
and let them know you've received the claim. 
[Especially if the claimant i s unrepr esented] 
you'll want to provide a comfort level that you 
will be working diligently to handle th e claim 
as fairly and expeditiously as possible. 


Contact Insured and Claimant 


Investigate Facts of Loss, 
Extent of Property Damage, and 
Nature and Extent of Injury 


3. Begi n the fact gathering process. This may 
include a fiel d investigation, a person al visit to 
the Insured or clai mant, a scene investi gation, 
and foil ow-up on damaged a nd injur y 
development. 

Compare what you now know (vs. assume) to 
be fa ct, w ith th e relev ant policy /coverage 
information and v erify that cov erage does/does 
not exist for the exposures presented. 


Evaluate Extent of Insured’s 
(and Others’ Legal Liability) 
and Value of Damage or Injury. 


Is the Insured 
Legally Responsible? 


Evaluate Extent of Insured’s 
(and Others’ Legal Liability) 
and Value of Damage or Injury. 



Establish Payment Position; 
Pay Claim or Develop 
Negotiation Strategy 
Necessary to Conclude Claim 



Establish Claim Denial 
Position and Negotiation 
Strategy Necessary to 
Conclude Claim 



4 (a) If a pplicable, complete ev aluation o f 
liability, damages and injury, develop target 
payment or settlem ent range, and p romptly 
proceed with payment or negotiations. 


Final Report/Close Assignment 


4(b) If there is little or no liability, complete 
evaluation of dam ages and injury , d eny 
claim and /or d evelop tar get se ttlement 
range for negotiating final settlement and 
release of claim. 


• The order of the steps to investigating and handling a liability claim may some times change 
simply du e t o sche dules, etc...eve n i f only slightl y...and they mayfrequ ently overlap, 
depending on the simplicity or complexity of the claim or extent of damage, but the order of 
thought in your approach to the claim should never change ! For instance: 

A revie w of the n otice of claim may i ndicate that y our in sured was involve d in an 
automobile accident at an intersection. You try to conta ct the i nsured and have to 
leave a message. You then immediately attempt contact with the other party, advise 
of your pending investigation, get a statement, a description of their property damage 
or injury, and then return to your attem pt at contacting the Insured. You also secure 
a police rep ort (if anyjorcond uct any necessary seen e in vestigation. Upon 
assessment of legal responsibility, you once again contact the claimant and proceed 
to secure a property damage appraisal and handle any claim for injury. 

In anothe r scenario, you re ceive a notice of cla im that your insu red ge neral 
contractor’s crane operator, while attempting to life a load of concrete pilings to the 
top of a 30-story building under construction, dropped the pilings on top of a 3-story 
adjacent buil ding. You contact the Insured, secure a statem ent from the crane 
operator o r the re suits of the contract or’s own investigatio n, co nfirm cove rage fo r 
operations, a nd up on a cceptance of li ability, make an a ssignment for a property 
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damage app raisal and d amage e stimate. Upon recei pt of the prop erty da mage 
appraisal, proceed with settlement negotiations necessary to conclude the claim. 

The steps you take can g o qui ckly o r take significant time, dep ending on th e claim...but 
again... your order of thought in evaluating and handling the claim should never change ! 

• Remember...no claim is complete until properly concluded and administratively closed. 

The difference between a truly professi onal and competent liability adjuste r and one who is i ncompetent 
lies not in how much you know, or the depth of your k nowledge, how much you can save on each claim 
that you han die, or h ow many claims you can deny. The difference lie s in t he way you think yo ur way 
through the claim, calmly gather fa ctual informatio n and eval uate your Insured’s (and oth ers’) liability, 
assess a realistic valuation of damages or injury, and develop a sound disposition or negotiation strategy 
to resolve claims quickly and fairly. 

The difference lies not in what you know...but in what you do and how well you do it. 

Remember... Contact, Investigate, Evaluate, Dispose and Close... 

Contact, Investigate, Evaluate, Dispose and Close... 

Contact, Investigate, Evaluate, Dispose and Close... 

Now we’re going to move into a furthe r examination of the various liability coverages and claim handling 
strategies as outlined in the beginning of this Section. 

Automobile Liability 

Remember the purpose and operative function of the automobile liability: 

• An auto liability policy is designed to pay “on behalf of an insured” any 
sums that an insured becomes legally obligated to pay for bodily 
injury or property damage arising out of the use or operation of the 
insured automobile. 

• Auto insurance protects only those who come within the definition of 
“Insured” under the policy. While the definition of an Insured varies slightly among policies, 
they are very similar. 

• The policy is intended to pay only if an Insured is legally liable. The question of an insured’s 
extent of liability depends upon the law of a given situation, superimposed on a set of facts. 

• The policy pays only for bodily injury or property damage. It does riot cover, or pay for, 
punitive damages (an award of money damages designed, not to compensate the injured 
party, but to punish the tortfeasor, i.e. the one who is responsible for the damage). 

• When a claim is made against an Insured, it is up to the insurance company to take up the 
defense of the Insured and do everything in its power to protect the Insured. 

The obligation of the insurance company to defend its insured is greater than its duty to pay. The carrier 
can approach this obligation from several different perspectives. It can: 

1. Make no payment and defend the claim fully, all the way through trial. 

2. Investigate, evaluate and make an attempt to settle the case. 

3. Pay a claim without dispute. 
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In general, as long as its decisions do not jeopardize the interests of its Insured, the insurance company 
can make any decision it deem s most advantageous. Ho wever, as stated above, it cannot (and this i s 
very important) make and initiate any decision that j eopardizes the intere sts of its Insure d or it faces a 
serious threat of a bad faith lawsuit and judgment. 

Many people in today’s society take an active interest in the d ecisions of their i nsurance companies. In 
fact, Insureds may disagree, and sometimes strongly, with a decision of its own carrier to accept or deny 
liability, particula rly wh en it appea rs t hat an a djuster is not con ducting a comprehensive and d etailed 
investigation. 

Supplementary Payments 

The most commonly accessed supplementary payments are pre- and post-judgment interest and appeal 
bonds. 

Policy Limits 

We’ve already discussed policy limits. Here are some important reminders: 

Auto policies are only available with split (10/20/10) or single ($30,000) limits. 10/20/10 is the lowest split 
limit policy and $30,000 is the lowest single limit policy. 

Which is better? It’s a matter of opinion, but a single limit does provide the greatest flexibility in the 
payment of a loss. 

Policy limits apply only to the damages. Defense costs in most standard policies are paid in excess of the 
policy limits, and there is no limit to these costs. There are policies written, however, where the defense 
costs are part of the policy limit, but you won’t see these policies until your career is more advanced. 

* lmportant : The carrie r’s obligation to pay defense costs, and the duty to def end, exist only if there i s 
valid coverage, and if at le ast some of the policy limits are still available. Here i s an example of how this 
works: 


• Example : Insured Joe Smith has a $50,000 combined single limit policy with ABC Insurance 
Company. He gets into an accident with another car with 3 occupants. Joe is deemed 
mostly at fault. The driver of the other vehicle is partially (although minimally) at fault as well. 
Injuries to that driver’s passengers are severe. 

The two guest passengers in the other vehicle sue Joe Smith. ABC Insurance Company 
settles the claims of both passengers (both bodily injury and property damage) by paying to 
them jointly the policy limit of $50,000. Both Joe Smith and ABC believe the claim is closed. 

A year later the driver of the other company files suit against Joe Smith. What will happen 
when Joe tenders the lawsuit to ABC for defense? 

Answer : Since the policy limits have been paid, technically there is no further duty of ABC to 
defend Joe Smith and Joe is on his own. (As a practical matter, creative plaintiff attorneys 
have found ways to manipulate situations like this into bad faith lawsuits against companies 
like ABC, but that is a topic for a later day.) 

Remember that policies are written so that, even if you have purchased “minimum limits” for the state you 
reside in (e.g. Florida with 10/20/10) and you travel into another state whose minimum limits are higher 
(e.g. 25/50/25), if you get into an accident in that state, the policy will be interpreted to match the 
minimum limits of that state (e.g. 25/50/25). 

Primary/Excess 

Finally, an Insured’s auto coverage limits are primary on cars the Insured owns. Coverage is excess on 
cars the Insured does not own. Let’s look at another example: 
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• Example: Jerry Dorman owns two vehicles, both of which are covered by State Farm with 
combined single [liability] limits of $100,000. One evening he and his buddy, Mark, go out on 
the town for a few drinks a they take Mark’s car. Mark has too much and cannot drive. Jerry, 
who did not drink very much, takes Mark’s keys and drives Mark home. On the way to Mark’s 
house, he becomes involved in an accident and is sued by the other driver. 

In this case, the car involved in the accident is Mark’s car. The coverage on that car, if 
there is any, will be primary. Jerry’s policy, since he is the non-owning driver, will only 
apply as excess (over and above) the primary policy if necessary. 

If Mark had a 10/20/10 policy, and it was insufficient to cover the total damages for which 
Jerry would be legally responsible, Jerry’s policy would then kick in as “excess”. 

However, Mark’s policy would be the primary policy for defense and payment of defense 
costs (until, of course, Mark’s policy paid its limits...and then the defense obligation would 
switch to Jerry’s policy.) 

The Personal Auto Policy 

The personal auto policy is the most common auto policy sold, and is the standard insurance contract for 
owned or leased automobiles by individuals and families. Some of the most important points in this policy 
include: 


• Not only are the individual auto owner and any permissive user protected 
by the policy, but loss payees as well. A loss payee is someone who has 
a security interest in the vehicle, such as a lender who has a lien on the 
property. The loss payee will generally be listed on the Declarations 
page, and any payments under the policy’s Collision or Comprehensive 
coverage must be made jointly to the loss payee and insured. 

The Definitions in the policy contain a few points that are of significant 
historical precedent in insurance and claims handling: 

• “Bodily injury” means bodily harm, sickness and disease, and any resulting death that may 
occur. This means that anything that arises or develops from the injury shall be considered a 
part of the “bodily injury”, including the aggravation of a pre-existing medical condition. 

• “Physical damage” also includes loss of use, a claim that can generally be handled by 
providing temporary transportation such as a rental car, cab or bus fare. 

• “Occupying” means not only inside the car, but getting in, getting out, getting on, or getting off 
the car. The trend in interpretation is so broad that even the following scenarios would be 
considered “occupying” the vehicle: 

- you’re leaning up against the car, talking with a group of friends at the Sonic drive-in; 

- you and a friend are parked on the beach sitting on the hood of your car, just talking; 

Similar to this is a phrase that you’ll come to know: arising out of “ the use ” of. The “use” of an insured 
vehicle is generally considered doing almost anything with the car, such as opening or closing a door, 
opening a window, the hood or trunk of the car, changing a tire. Anything you do with your car is 
considered to be the “use” of the car. 

The phrase “Your Covered Auto” is also very important because it includes: 

• A trailer that you own (e.g. a boat trailer or a trailer for hauling a jet ski or motorcycle) 
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• A car or trailer that you don’t own, but which is a temporary substitute for one that you do own 
while it is being repaired, serviced, or recovered (if stolen). 

This means that if your car is in the shop for repair or servicing (it doesn’t have to be related 
to an accident...but could be normal maintenance or repair) or you are in an accident and 
your car is damaged and goes into the shop for repair, that your policy covers the rental car 
you use. 

• Any “newly acquired auto” 

This is interpreted to mean you’ll have Liability coverage for that new car or truck you bought, 
or the one you traded for as of the date you become owner, but only if you request coverage 
on the newly acquired vehicle within 14 days after you become the owner . 

Also, if you already have Collision or Other than Collision (a/k/a Comprehensive) coverage on 
at least one vehicle listed in the Declarations, and request coverage on the new vehicle within 
14 days, you’ll have the broadest Collision coverage available. 

If you don’t already have Collision or Other than Collision (a/k/a Comprehensive) coverage on 
at least one vehicle listed in the Declarations, and if you request coverage on the new vehicle 
within _ 4 days , you will still be provided with both coverages with a $500 deductible. 

Liability Coverage 

Like any liability policy, the personal auto policy contains a promise to pay Bl (Bodily Injury) or PD 
(Property Damage) that the Insured is legally obligated to pay that arises out of the “ownership, 
maintenance or use” of the insured vehicle. 

Not only are you and your family members covered by the policy, anyone who uses the vehicle with 
your permission (called “permissive use”) is covered as well. Just because a member of your family 
is not “named” on the policy does not mean they are not covered. 

Coverage also applies to anyone who is responsible for the auto, but only for the acts or omissions of 
the person using the auto (referred to as vicarious liability). 

Note that the Supplementary Payments coverage also provides up to $250 per day for the Insured’s 
loss of earnings because of attendance at trials or hearings. 

Exclusions to Liability Coverage 

Exclusion #2, which states that liability coverage is not provided to any insured: 

• For damage to property owned or being transported by that insured, or... 

• For damage to property rented to, used by, or in the care of that insured. 

This is typically called the “care, custody or control” exclusion. It means that liability coverage is riot 
provided for losses to your own property, or if you’re transporting property of any kind that does not 
belong to you, i.e. a piece of furniture, some electronic equipment, a briefcase, or anything owned by 
a friend or someone else. For instance, if it “disappears” and they make a claim against or sue you, 
for your legal responsibility in allowing it to disappear (e.g. you didn’t lock your car, etc.), the Personal 
Auto Policy will not cover such a claim, nor will it take up the defense for you. 

Exclusions #5, #6 and #7 negate coverage for using your car as a “cab” and carrying people around 
for a fee, or for using it in any kind of automobile business, or even for work or business. Exclusion 
#6 indicates that if you use your personal car on company business or on any type of business trip for 
your employer, and you get in an accident while on that trip, you can expect coverage to be declined. 
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#8 is important. If you were using a car without the permission of the owner, your policy (which would 
otherwise typically apply on an excess basis) would not provide liability coverage. 

Also, liability coverage would not be provided for: 

1. A vehicle with less than 3 wheels (e.g. a three wheeler, a motorcycle, a bicycle) 

2. Any car provided for your regular use that is not listed on your policy. (If you get another 
vehicle and don’t add it to your policy, you can’t expect to have liability coverage on it. Also, 
if your employer provides you with a company car for your regular use, and you don’t get it 
listed on your policy, your policy won’t cover it.. .even if you have permission to use it, and 
that’s because it’s provided for your regular use.) 

Medical Payments Coverage 

Medical Payments is an optional coverage regulated by the policy contract (not by statute like PIP) 
that insured may elect to supplement PIP coverage. It is also a benefit that is payable voluntarily, 
without regard to fault, for medical expenses incurred as a result of injury in an automobile accident. 

• Pedestrian - Med Pay, like PIP, is also available to a named insured or resident relative 
who is a pedestrian and is struck by a motor vehicle. However, unlike PIP, an insured’s 
Med Pay is riot available to any other pedestrian struck by the insured vehicle. 

• Primary/Excess - Med Pay benefits, if available, are paid first from the coverage on the 
vehicle the injured party was occupying. Any other Med Pay available (i.e. if the injured 
party was occupying a non-owned vehicle that had coverage and also had Med Pay 
coverage on his owned vehicle) would be excess over the primary limits available on the 
involved vehicle. 

• Time Limit - Med Pay is generally primary coverage when the Insured is injured while in 
the owned and covered auto, but when Personal Injury Protection (PIP) benefits apply 
(as in Florida), Med Pay is “excess” over that which is covered by PIP. Med Pay pays for 
expenses incurred within three (3) years from the date of accident... 

• Limits - Typical limits are $500, 1000, $2000 and $5000. 

Med Pay does not cover any medical expenses that may be payable under workers’ compensation. 

In other words, if an employee is in an automobile accident while on company business, Med Pay will 
generally not respond. 

*ln Florida, Med Pay is generally used to pay the 20% of medical expenses that PIP does not pay. 

Uninsured Motorist Coverage 

Uninsured motorist (UM) coverage is also known as under -insured motorist (UIM) coverage and is 
treated the same way. 

UM/UIM coverage does not apply to any damages payable or recovered under any other type of 
coverage, including workers’ compensation coverage. Any amounts otherwise payable under UM 
coverage would be reduced by amounts received by an Insured from any other source, e.g. a primary 
liability policy, a workers’ compensation settlement, etc. 

*Note : Quite often a workers’ compensation carrier will try to subrogate against, or get recovery on its 
W/C lien from, proceeds from available UM coverage. This is not permitted.. .at all. 

Although UM coverage is available and will respond to a hit-and-run accident, even if the car cannot 
be identified, there must be an impact. Problems arise when the accident is allegedly caused by a 
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“phantom vehicle” and there is no sign of impact. An example of this is a one-car accident, where 
there is no evidence that the accident was caused by an uninsured or under-insured vehicle. 

The “Stacking” of UM Coverage 

Florida’s Uninsured Motorist Law requires that policies automatically offer UM coverage along with 
every auto insured with Liability coverage. The law also requires that coverage limits be “stacked” for 
each automobile owned by the insured and covered under the policy. 

In order to insure for anything less than these “stacked” limits, the Insured must, in writing: 

• reject UM coverage completely; 

• elect UM coverage(s) at limits less than the Liability limits; 

• elect “non-stacked” UM coverage 

Stacked vs. “un-stacked” UM coverage can be a confusing issue, but it is really quite simple. Here is 
an example of how this works: 

Example #T Impact of Stacking on Premium 

Insured Joe Smith owns three vehicles, Vehicle #1 is his car, Vehicle #2 is his wife’s car, and Vehicle 
#3 is his 17-year old daughter’s car. He has a Personal Auto Policy with Combined Single Limits of 
$300,000 for his Liability coverage, and all three vehicles are listed on the policy. This means each 
car has $300,000 in Liability coverage. 

When Joe got his policy, he told the agent that he wanted UM/UIM coverage. At the end of the first 
renewal period when he got his bill, he noticed his premium was $2,000 every six (6) months and he 
freaked out! He noticed that $600 of the premium was for “stacked” UM coverage, and called his 
agent to find out how what he could do. Here’s what he was told: 

You can reduce your premium by either 1) rejecting UM coverage completely, 2) selecting UM 
coverage at limits less than $300,000 (perhaps $50,000 or $100,000?), 3) select “non-stacked” UM 
coverage, or even possibly do both #2 and #3 (reduce the limits and select “non-stacked” coverage). 

If you select #2 and #3, you and your family would have $100,000 in UM coverage if you were injured 
an automobile accident....or hit as a pedestrian...due to the negligence of an uninsured (or 

This would certainly reduce your premium and you would still be protected by 


Example #2 : Impact of Stacking on Available UM Limits 

Joe’s wife asks him what would happen if she was hit by someone who didn’t 
have any insurance and her injuries were serious. How much insurance would 
they have? Joe doesn’t know and calls his agent. Here’s what he is told: 

Currently, you have three (3) vehicles, each with a $300,000 liability limit. You 
also have “stacked” UM coverage. Your total available UM limits are $900,000 
per accident. 

Things to keep in mind: 

• If the insured is injured in an owned vehicle that is not insured for UM, no UM coverage is 
available for the insured, even if the other owned vehicles are insured for UM. 

• If the insured is a pedestrian and is struck by an uninsured vehicle, and the coverages on the 
owned insured vehicles are at different levels, the insured is covered for the highest available 
UM limit. 


underinsured) driver. 
UM protection 
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• If the insured is in a non-owned vehicle that does not have UM coverage, and the coverages 
on the owned insured vehicles are at different levels, the insured may select UM coverage at 
the highest available level of coverage. 

• If either of the previous two situations exist, and the insured has selected “stacked” coverage, 
the total amount of all UM coverages is available (i.e. the $900,000 in the above example). 

Personal Auto Policy Conditions 

This auto policy has conditions similar to that covered in the General Information section of this 
course, including: 

• Duty to report accidents in a timely manner 

• Duty to forward legal notices, lawsuits, etc. immediately to carrier 

• Coo peration 

• Duty to protect against further loss 

...and a few conditions not mentioned earlier. You may be required to: 

• Submit to physical exams (i.e. IME’s in the case of a No-Fault/PIP claim) 

• Submit to examination under oath 

• Report hit-and-run and theft claims to the police 

• Allowing inspection and appraisal of damage before repair or disposal 

*lmportant : These last four are duties that are made even more important because of the frequency of 
auto claims that occur in the industry. Many people are normally not aware of these obligations. An 
adjuster should always be sure to explain all of these conditions to an insured during the initial contact 
after a claim is made. 

The Florida No-Fault/PIP (Personal Injury Protection) Law 

In the early 1970’s, the Florida legislature enacted one our country’s first tort reform initiatives, the Florida 
No-Fault/PIP Law. Formerly known as the Motor Vehicle Reparations Reform Act, it was passed on June 
4 th , 1971 and has operated in Florida without significant change for more than 35 years. 

The original intent of Florida’s No-Fault/PIP Law was to 1) ensure speedy payment of medical bills and 
compensation for lost income due to an auto accident from an injured party’s own insurance company 
and 2) reduce litigation by preventing lawsuits for less serious automobile-related bodily injury claims. 

Under this law, every insurance carrier is required to provide Personal Injury Protection (PIP), an 
automobile no-fault insurance coverage, with every automobile insurance policy. This coverage allows an 
injured party to recover, from his or her own insurance company, economic loss (e.g. medical expenses 
and lost wages only) resulting from bodily injuries in automobile accidents, without regard to fault. 

Similar in many ways to a health insurance policy, PIP insurance reimburses an injured party for a 
percentage of medical expenses and lost wages. Yet unlike health insurance, it only does so if the 
injuries arise out of an automobile accident. 

PIP also pays regardless of fault. For example: 

• If A is rear ended by B, A’s own PIP coverage will pay for A’s medical expenses and lost wages; 

• Similarly, if B is also injured in the accident, B’s PIP coverage will pay for B’s injuries; 

• Finally, if A simply loses control of his vehicle and runs off the road and into a tree, his PIP 
coverage pays. 
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These benefits are paid as a substitute of one’s tort liability rights to recover damages for non-economic 
loss (i.e. damages for pain and suffering or permanent injury) from another party who is at fault in 
causing the accident, subject to certain limitations and exceptions that we will discuss below. 

Finally, in order to ensure economic recovery regardless of fault, the Florida legislature made basic 
automobile insurance [insurance that must provide this type of coverage] mandatory. 

When Is PIP Required ? 

So, if Florida law says that all insurance carriers must offer PIP insurance with their auto policies, and all 
owners of motor vehicles must carry PIP insurance, what is a motor vehicle? 

The No-Fault Law only applies to vehicles (cars and trucks) designed for personal use, including trailers 
designed for use with these vehicles (e.g. boat trailers or trailers for hauling personal goods, debris, 
large items, jet skis and motorcycles), and anyone who owns a motor vehicle must carry PIP insurance. 
*Note: A motorcycle is not included in the definition of “motor vehicle” for purposes of PIP coverage. 

Who is entitled to PIP benefits ? 

The named insured and any relatives residing in the insured’s household are covered by the insured 
vehicle’s PIP insurance if they are: 

• Operating a motor vehicle; 

• A passenger in any vehicle (including a school bus...but NOT a mass transit bus); 

• If they are a pedestrian or bicyclist and are struck by a vehicle; 

Others who may also be entitled to PIP benefits include: 

• Any [other] person operating the insured vehicle; 

• Any passenger in the insured vehicle [other than the named insured or a resident relative]; 

• Any Florida resident struck by the insured vehicle [other than the named insured or a resident 
relative]. 

Basically, anyone who owns a motor vehicle and carries PIP insurance, or is in a PIP-insured vehicle at 
the time of an accident, or is a pedestrian struck by a PIP-insured motor vehicle, is entitled to PIP 
benefits. However, a couple of standard rules apply that simplify the question of who is NOT entitled to 
PIP benefits under the Insured’s policy: 

• “No PIP - No PIP Benefits” - Any owner of a motor vehicle who does NOT carry PIP 
insurance cannot recover PIP benefits from any other source to the extent that PIP-eligible 
benefits would otherwise have been recoverable. 

• “Out of State - Out of Car - Out of Luck”- The named insured and family members are 
entitled to collect PIP benefits under Florida’s No-Fault Law only if in the insured vehicle while 
out of state. If a named insured or family member is out of state and gets struck as a 
pedestrian, they are NOT entitled to Florida PIP benefits. 

If you are not a family member and are a passenger in the insured vehicle when injured out of 
state, you are eligible for that vehicle’s PIP benefits only if you do not have PIP coverage of 
your own. 

• “Out of State - Out of Family - Out of Luck”- If you are not a family member, and are 
injured in an automobile accident outside the state, whether you’re inside the insured vehicle 
or a pedestrian, you are not eligible to collect PIP benefits from the insured vehicle’s policy. 
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Limitations and Exceptions to Tort Immunity 

It is important to understand that no matter how great the economic loss is to a person injured in an auto 
accident, Florida’s No-Fault Law provides an auto tortfeasor who secures the requisite PIP coverage with 
limited immunity from economic damages caused to another person, and a much higher standard of 
immunity from non-economic damages. 

• Immunity from Economic Damages - The No-Fault Law provides that immunity from legal 
responsibility for damages, but only to the extent that PIP “was paid or payable”. 

If an injured party has economic damages of $5,000 in medical expenses and $2,000 in lost 
wages, and as a result of his $500 deductible and percentages allowed for these expenses, 
recovers only $4,900, the injured party can sue the tortfeasor (the person who caused his 
injuries) for the $2,100 (i.e. the $500 deductible, $1,000 medical expense, and $600 lost wages) 
he was unable to recover from his own carrier. 

Likewise, if A owns a motor vehicle that does NOT carry PIP insurance, and B causes an 
automobile accident and injuries to A, A will have no insurance from which to recover his own 
economic damages. However, if A’s total economic damages (medical and wages) were $7,000 
and he would have been able to recover $4,900 in PIP (if he had carried PIP), A will be personally 
responsible for that $4,900...but would still be able to sue the tortfeasor, B, for the $2,100 that 
PIP would not have paid. 


Adjuster Tip: 

Not carrying PIP has its penalties, but it does not totally strip you of your right to sue someone else 
for damages (i.e. injury, property damage) they cause you...only the right to recover economic 
damages that would have otherwise been “PIPpayable” if you had carried PIP like you were supposed 
to under the law. Consequently, if your insured causes injury to another, and that party does not 
carry the mandatory PIP insurance, you could still be responsible for their injuries, a portion of the 
economic damages they sustain, and non-economic damages if they meet the criteria set forth below. 


• Immunity from Non-economic Damages - The immunity from responsibility for non-economic 
damages (i.e. pain and suffering, disfigurement, permanent injury, etc.) is much more stringent, 
but there are still exceptions. These exceptions are known as the “ threshold ”. If this specified 
threshold is exceeded or “pierced”, an injured party may file a traditional tort action for damages. 

There are generally two types of thresholds that exist among the states that have No-Fault Laws: 
verbal thresholds and monetary thresholds . Monetary thresholds exist in some PIP states. 
Claimants are allowed to sue tortfeasors if and when medical expenses have exceeded a 
specified dollar amount. These thresholds are seen as less restrictive than the pure verbal 
thresholds. The idea behind monetary thresholds is that the amount of medical expenses is an 
indicator of the seriousness of an injury. Therefore, if a claimant incurs medical expenses greater 
than the threshold amount, the claimant is entitled to sue the tortfeasors. The amount of this 
monetary threshold varies by state, but common monetary thresholds range from $2,000 to 
$50,000. 

Florida’s No-Fault Law has a verbal threshold. Verbal thresholds permit claimants to sue only 
when injuries “qualify” as serious injuries, such as permanent injuries, are exempted from 
limitations, and therefore claimants suffering permanent injuries are entitled to sue tortfeasors for 
their loss. Florida’s verbal threshold provides that tort damages can be pursued under the 
following exceptions: 

1. significant and permanent loss of bodily function; 

2. permanent injury other than scarring and disfigurement; 

3. significant and permanent scarring or disfigurement; and 


CCA Designation Course - Section II Casualty 


43 




4. death 


In other words, it generally takes a fairly serious bodily injury, or death, to get around Florida’s No-Fault 
Law and sue someone for pain and suffering, permanent injury, etc. 

Benefits Typically Provided Under No-Fault/PIP Laws 

Personal injury protection (PIP) plans provide for various types of economic loss through four (4) levels of 
benefits: 

1. 80% of Medical Expenses 

2. 60% of Lost wages 

3. 100% of Replacement Services 

4. Up to $5,000 in Death Benefits (to survivors) 

We will cover each level of benefits in more detail below: 


1. 80% of Medical Expenses (e.g. ambulance, ER, medical, hospital and surgical bills, physical 
therapy, durable medical equipment like crutches and cervical collars, prescription 
medications, transportation expenses and mileage reimbursement) - The basic medical 
expense benefit is calculated simply by taking the total of all medical expenses and 
multiplying them by .80. Here is an example: 


Ambulan ce bill $ 

ER bill $ 

Do ctor’s visits $1,350.0 

Total PIP medical-payable 


250.00 

750.00 

_0 

$2,350.00 X 


.80 = $1,880.00 


2. 60% of Wage Loss (lost earnings based on a person’s average weekly wage) - Assume 
you’re out of work for 3 weeks as a result of your injuries and lose $1,500 in gross earnings. 
Simply multiply this amount by .60. Here is an example: 

Total PIP lost wages-payable: $1,500.00 X .60 = $ 900.00 


3. 100% of Replacement Services (the reasonable value of housework, maintenance, driving 

and other personal services you normally do for yourself) - Because of your injuries you 
cannot do these things and have to pay someone else to do them. Here is an example: 


Babysitting your 3-year old 
Weekly housecleaning service 
Yard maintenance 
Transportation to/from doctor, etc. 

Total PIP Rep Svcs-payable 


$ 900.00 
$ 300.00 
$ 100.00 
$ 225.00 

$1,525.00 X 100%= $1,525.00 


4. D eath Benefits (Up to $5,000 is payable to the survivors or estate of the insured.) - In the 
event that medical, wage or replacement services are incurred prior to death, PIP will pay 
what is left on the policy. The following examples assume there is no deductible'. 

a) Assume your insured is badly injured in an automobile accident. He is transported to 
the hospital ER by helicopter, rushed to surgery, remains in intensive care for 2 days, and is 
then released to bed rest at home. Three weeks after being at home, he suffers a brain 
hemorrhage that is directly related to the auto accident and dies. He has $10,000 in PIP 
coverage. Related expenses are submitted as follows: 
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Total medical-related expenses $12,500.00 X .80 = 

3 Days lost wages (before death) $ 2,250.00 X .60 = 

Replacement services (housekeeping) $ 1,250.00 X 100% 

Total PIP-eligible damages $12,60 

Total PIP-eligible expenses are $12,600.00. PIP would pay its limit of $10,000.00. There 
would be no benefits left over for death. 

But, what if the insured had a $25,000 PIP limit? Consider the following example: 


$ 10 , 000.00 
$ 1,350.00 
= $ 1,250.00 
0.00 


b) Same damages as in #4(a) above. After calculation of the required (80% medical 
and 60% lost wages) percentages, $10,000.00 is payable for medical expenses, $1,350.00 is 
payable in lost wages, and $1,250 is payable for Replacement Services, leaving more than 
enough coverage for payment of the death benefit. Total PIP payable would then be: 

Medical expenses $10,00 

Lost wages $ 

Repl acement services $ 

Death benefit $ 

Total PIP Payable $17,60 

For ease of understanding, the preceding examples were based on the assumption that there was no PIP 
deductible. But what if there is a deductible? How would that affect the payment of PIP benefits? 

Deductible Requirement - The law requires that PIP must be offered with a deductible. However you do 
not have to select one. Typical deductibles are $250, $500, and $1,000. The deductible does not apply 
to the death benefit itself. 

Any time there is a deductible, it is always subtracted first from the total amount of damages before any 
percentage limitations are applied. 


0.00 

1,350.00 

1,250.00 

5,000.00 

0.00 



Adjuster Tip: 

In all types of insurance claims handling, such as auto collision, comprehensive, PIP, and even 
homeowner’s and commercial property, deductibles are generally subtracted first from the total 
amount of damages before any percentages, i.e. the 80 % of medical, 60 % of wages, or coinsurance 
calculations on property claims, are applied. (We will cover this point many times during this course.) 



Here are a couple of examples: 

a) Assume that, as in example #4(a) above, the Insured has a $10,000.00 PIP limit with a 
$500 deductible. Total economic damages are limited to medical bills of $5,000.00. The 
deductible comes off the total damages first; then you apply the PIP percentage: 

Medical bills ($5,000 less $500 deductible) = $4,500.00 X .80 = $3,600.00 (Total PIP Payable) 

But things are rarely that simple. Quite often, a PIP claim involves several different types of PIP 
benefits. What then? 

What happens when an accident results in several different types of PIP benefits? How is the deductible 
applied? 
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Here is the perfect “adjusting” question that adjusters will encounter from time to time across all types of 
claims, and is particularly suited to the adjustment of 1 st party claims (i.e. PIP, collision, comprehensive, 
homeowners and commercial property): 

Assume that, as in example #4(a) above the Insured has a $10,000 PIP limit and a $500 deductible. 
What if he had $5,000.00 in medical bills, $1,750.00 in lost wages and $750 in replacement services? 

You cannot just simply total the damages and subtract the deductible, because each element of 
damage is subject to a different percentage. 

You must apply the deductible to one of the types of damage (i.e. the medical, the lost wages, 
any replacement benefits, or death benefits). 

Look what happens if the deductible is taken off the medical bills (vs. lost wages): 

Medical bills ($5,000 less $500 deductible) $4,500.00 X .80 = $3,600.00 

Lost wages $1,750.00 X .60 = $1,050.00 

Replacement services $ 750.00X 100% = $ 750.00 

Total PIP Payable $5,400.0 0 


Look what happens if the deductible is taken off the lost wages: 

Medical bills $5,000.00 X .80 

Lost wages ($1,750 less $500 deductible) $1,250.00 X .60 
Replacement services $ 750.00X 100% 

Total PIP Payable $5,500.0 


Look what happens if the deductible is taken off Replacement Services: 

Medical bills $5,000.00 X .80 = $4,000.00 

Lost wages $1,750.00 X .60 = $1,050.00 

Replacement services ($300 less $500) $ 250.00X 100% = $ 250.00 

Total PIP Payable $5,300.0 0 


= $4,000.00 

= $ 750.00 

= $ 750.00 

0 


There is no rule that says which benefit a deductible is applied to first. The rule, if there is one, is that the 
benefit calculation is done by the method that provides the insured with the most benefit. As such: 



Adjuster Tip: 

When multiple types of benefits provided, and the calculation of each individual benefit is subject to a 
different percentage (%) or different method of calculation, in the absence of specific statutory or 
policy requirement, the deductible should be taken from the calculation that provides the insured (or 
claimant) with the most total benefit. (*Note: You will see this again in workers’ compensation claims 
handling.) 



One final comment about deductibles: They apply only to the named insured and family members. The 
deductible does not apply to an unrelated passenger injured in the insured vehicle. 

The Practical Impact of Thresholds, Offsets and Deductibles - Adjuster Beware 

Unfortunately, the No-Fault Law has, for many years, been subject to abuse, and there are now a number 
of ways to get around the limitations of No-Fault in order to gain access to non-economic damages. 
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As mentioned above, the PIP threshold of permanent injury was designed to provide insurers with relief 
from a multitude of claims and lawsuits for tort liability in exchange for providing a guarantee of recovery 
for an insured’s out of pocket expenses, regardless of fault. Unfortunately, this threshold has become 
easy to manipulate. Accident victims are located, recruited, and indoctrinated by “runners”, plaintiff 
doctors, and plaintiff attorneys, and are given “permanent whole body impairment” ratings at the end of 
treatment, simply based upon what the attorneys know they can recover in the counties where they 
operate. This is often true without regard to the biomechanical facts of the case, and can result in huge 
damage verdicts even in cases where there is virtually no physical damage to the vehicles in the 
accidents. 

Offsets are designed to give insurers credit for what they pay to their insured in PIP against either the 
person injured, if the insurer is liable in the tort case or a subsequent uninsured motorist/underinsured 
motorist claim. This rule is easily abused by the plaintiffs’ bar when litigated by simply over-inflating the 
treatment to the point where any offset is cancelled out by the amount of treatment. Then, when the case 
is settled, the doctor will drastically reduce the amount of treatment, leaving more disposable settlement 
dollars. 

Deductibles were created to allow insurance companies to offer Insured’s options that reduce their overall 
insurance premium by agreeing to accept some of the risks (i.e. expenses) before benefits are paid. This 
rule has also been manipulated. When an unscrupulous medical provider begins treatment with an 
accident victim who is obtained through a runner network or as a referral from an attorney, the victim’s 
deductible becomes a factor in deciding the amount and course of treatment. The provider refers the 
accident victim for extensive testing (at a clinic where the doctor is part owner). This testing, while billed at 
several thousand dollars, is virtually cost-free to the provider. These large “testing” bills are then applied 
to meet the amount of the deductible without any actual overhead to the provider. The provider then 
sends these bills to the health carrier and is reimbursed, after application of the Insured’s deductible, and 
treatment continues without further out-of-pocket cost to the Insured. 

Additional PIP Coverages & Limits 

No matter how serious the injury, PIP coverage pays no more than the limit provided by the policy. The 
basic (i.e. lowest) PIP coverage limit is $10,000. 

However, an Insured has the option of purchasing additional no-fault coverage through endorsements 
called “Additional PIP” and “Extended PIP”. 

Additional PIP INCREASES THE LIMITS of coverage for the insured’s economic damages. Limits can be 
increased by as much as $90,000 (for a total PIP limit of $100,000). 

Extended PIP INCREASES THE PERCENTAGES applied to medical expenses and lost wages. With this 
endorsement, 100% of medical expenses and 80% of lost wages are reimbursable (subject, of course, to 
the deductible and policy limits.) 

Note: Like deductibles, Additional and Extended PIP coverages apply only to the named insured and family 
members. They do not apply to unrelated passengers in the insured vehicle. 

Florida’s Financial Responsibility Law ( What’s Required by Law) 

The required limit for PIP coverage is a basic PIP limit of $10,000 per person. In addition, Florida vehicle 
owners must carry a minimum of $10,000 in property damage insurance. 

*Note: While the minimum financial responsibility of Florida vehicle owners is Basic PIP ($10,000) and 
Property Damage ($10,000), generally only non-standard carriers will offer this limited coverage 
combination. Standard carriers (i.e. State Farm, Allstate, GEICO, Progressive, USAA, AIG, etc.) will only 
offer a minimum combination of BI/PD coverage of 10/20/10 ($10,000 bodily injury per person/$20,000 
bodily injury per accident/$10,000 property damage) that includes Basic PIP limits of $10,000. 
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The Financial Responsibility Law also requires that a driver show proof of financial responsibility (i.e. 
insurance) in order to retain future driving privileges after the following events occur: 

• an accident involving bodily injury or property damage 

• driving under the influence 

• committing a felony with a motor vehicle 

Penalties for Non-Compliance With the No-Fault/PIP Law 

If you (as the owner of a motor vehicle) don’t comply with the law and don’t carry PIP coverage, you: 

• cannot receive PIP benefits from any other source, and cannot sue an at fault party for 
economic expenses that would have otherwise been PIP-payable: 

• will lose immunity from legal liability; 

• will become personally liable to anyone (e.g. another driver or occupant) entitled to such 
benefits; 

• could have your driver’s license and registration suspended. 

Summary : 

IMPORTANT TO REMEMBER: The 3 main elements of Florida’s No-Fault law: 

• If you’re subject to the No-Fault Law, and if you comply with the No-Fault Law, you are 
granted a limited immunity from legal liability for causing Bl to others, regardless of fault 
(subject to certain exceptions); 

• Since individuals injured in an automobile accident cannot seek damages from another 
person for causing them injury, the law reguires that the insurance industry provide Personal 
Injury Protection (PIP) coverage as part of each person’s auto coverage, to provide first-party 
benefits for economic loss (i.e. medical expenses and lost wages) arising from an automobile 
accident. 

• And finally, the law requires that all owners of motor vehicles must carry PIP coverage, and 
imposes penalties for not doing so. 

*ln summary : If you comply with the Florida’s No-Fault Law and carry PIP coverage, you cannot be sued 
by another for your legal liability arising out of an auto accident in which you are involved, except in a few 
instances. You are also subject to that same limitation and cannot sue anyone else for causing you 
injury in an auto accident, except in a limited number of situations. You can only make claim against 
your own PIP coverage and make a claim for No-Fault benefits. 

PIP claim handling is big business in Florida, with lots of opportunities. If you’re interested in becoming a 
PIP adjuster, you need to become familiar with Florida’s No-Fault Motor Vehicle Law as provided under 
Florida Statutes, Sections 627.730 - 627.7405 and know how to handle its claims. 
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The Business Auto Policy 

The following discussions and case studies are designed provide a more practical look at the 
Business Auto policy, the kinds of losses and claims it covers, and what you can expect to find in this 
kind of claims environment. 

Just as the Personal Auto Policy is designed to provide insurance coverage for private individuals, the 
Business Auto Policy is designed for commercial businesses, or people or entities engaged in the 
conduct of business. The types of vehicles (and their use) typically covered includes: 

• Private passenger vehicles, trucks and trailers pulled by them in the conduct of business. 

• Commercial vehicles, large trucks, tractor trailer rigs, semi-trailers, and service trailers; 

• Vehicles used for public transport like taxicabs and buses, and cars rented to others without a 
driver (e.g. Hertz, Avis, et al.) 

• Special commercial units with permanently attached equipment like snow blowers, road 
maintenance equipment and cherry pickers. 

The Business Auto Policy provides a generic or common framework of coverage that is offered to 
address three different types of business exposure: 

• The Business Auto Policy - the standard business coverage form designed to insured auto 
exposures of all business other than garage or truckers ; 

• The Garage Policy - designed to insure anyone in an automobile business of any type (e.g. 

selling, servicing, repairing, parking or storing); 

• The Truckers Policy - designed for businesses hired to transport goods for someone else. 

The standar d Business Auto policy is comprised of the following sections: 

• Section I - Covered Autos 

• Section II - Liability Coverage 

• Section III - Physical Damage Coverage 

• Section IV - Conditions 

• Section V - Definitions 

The Truckers Policy is the same, but substitutes the following coverage 
specifically designed for the hazards faced by businesses who haul 
goods for others, and extends physical damage to trailers used by the 
insured but which he does not own. 

• Section I - Covered Autos 

• Section II - Liability Coverage 

• Section III - Physical Damage Coverage (includes Trailer 
Interchange Coverage) 

The Garage Policy is again basically the same as the Business Auto Policy, 
but substitutes the following coverage specifically designed for those engaged 
in the business of selling, servicing, repairing, parking or storing automobiles: 

• Section I - Covered Autos 

• Section II - Liability Coverage 

• Section III - Garagekeepers 

• Section IV - Physical Damage 
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The basic design and concept is the same across all three types of coverage, but each is customized to 
address the particular hazards of that particular type of business. 

The following sections will address specific issues relevant to Business Auto vs. Personal Auto coverage. 
Covered Autos 

The “Covered Autos” section is one of the most important, and most unique, areas of the Business Auto 
Policy. Besides the Dec page, it is the first place you will look to confirm coverage when you get a new 
business auto claim. It looks like this: 


COVERAGES 

COVERED AUTOS 
(Entry of one or 
more of the 
symbols from 
the Covered Autos 
Section of the 
Business Auto 
Coverage Form 
shows which autos 
are covered autos.) 

LIMIT 

THE MOST WE WILL PAY FOR ANY 

ONE ACCIDENT OR LOSS 

PREMIUM 

LIABILITY 

1 

$ 1,000.000 

$ XXX 

PERSONAL INJURY 
PROTECTION (or equivalent No¬ 
fault Coverage) 

5 

SEPARATELY STATED IN EACH P.I.P. 
ENDORSEMENT MINUS $ DED. 

S XXX 

ADDED PERSONAL INJURY 
PROTECTION (or equivalent 
added No-fault Coveraqe) 


SEPARATELY STATED IN EACH ADDED P.I.P. 
ENDORSEMENT 

s 

PROPERTY PROTECTION 
INSURANCE (Michigan only) 


SEPARATELY STATED IN THE P.P.I. 
ENDORSEMENT MINUS $ DED. 

FOR EACH ACCIDENT. 

$ 

AUTO MEDICAL PAYMENTS 


S 

$ 

MEDICAL EXPENSE AND 
INCOME LOSS BENEFITS 
(Virginia only) 


SEPARATELY STATED IN EACH MEDICAL 
EXPENSE AND INCOME LOSS BENEFITS 
ENDORSEMENT. 

$ 

UNINSURED MOTORISTS 

6 

S 1,000,000 

$ XXX 

UNDERINSURED MOTORISTS 
(When not included in Uninsured 
Motorists Coveraqe) 

6 

S 1,000,000 

$ XXX 

PHYSICAL DAMAGE 
COMPREHENSIVE COVERAGE 

7. 8 

ACTUAL CASH VALUE OR COST OF REPAIR, 
WHICHEVER IS LESS, MINUS $ DED. 

FOR EACH COVERED AUTO, BUT NO 
DEDUCTIBLE APPLIES TO LOSS CAUSED BY 
FIRE OR LIGHTNING. See ITEM FOUR For 

Hired Or Borrowed "Autos”. 

$ XXX 

PHYSICAL DAMAGE 

SPECIFIED CAUSES OF LOSS 
COVERAGE 


ACTUAL CASH VALUE OR COST OF REPAIR, 
WHICHEVER IS LESS. MINUS $ DED. 

FOR EACH COVERED AUTO FOR LOSS 
CAUSED BY MISCHIEF OR VANDALISM. See 
ITEM FOUR For Hired Or Borrowed "Autos". 

$ 

PHYSICAL DAMAGE 

COLLISION COVERAGE 

7,8 

ACTUAL CASH VALUE OR COST OF REPAIR, 
WHICHEVER IS LESS, MINUS S DED. 

FOR EACH COVERED AUTO. See ITEM FOUR 
For Hired Or Borrowed “Autos”. 

$ XXX 

PHYSICAL DAMAGE TOWING 
AND LABOR 


$ For Each Disablement Of A 

Private Passenger “Auto". 

$ 




$ 

PREMIUM FOR ENDORSEMENTS 

$ 

‘ESTIMATED TOTAL PREMIUM 

$ XXX 


Autos that are covered under a Business Auto Policy, and what they are covered for, are described 
and defined through a series of “numeric symbols”. The most common symbols used in a standard 
Business Auto policy, and the ones you will find most often are: 


• Symbol #1 - Any auto 

• Symbol #2 - Owned autos only 

• Symbol #7 - Specifically described autos 

• Symbol #9 - Nonowned autos only 
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Immediately following are two case studies with practice quiz questions to help you understand the 
importance of the Business Auto coverage symbols: 

Business Auto Case Study : 

Jack’s Body Shop & Repair Service owns two tow trucks, one with standard tow package and one with a 
lift bed for cars that can’t be towed. Jack’s personal vehicle is also owned by the company. Jack has 
purchased a Business Auto Garagekeepers Policy with the following: 

• Symbol #1 is listed next to “Liability” coverage. 

• Symbol #7 is listed next to “Physical Damage: Collision” coverage. Jack’s personal vehicle - 
a 2004 Ford Expedition - is the only vehicle listed. 

• Symbol #1 is listed next to “Garagekeepers”. 

Would there be coverage under Jack’s policy in the following claim situations? 

While enroute in the company tow truck to an accident to pick up a wrecked car, Jack’s 
employee/driver, Mel, is talking on his cell phone getting directions to the pickup location and swerves 
over into the adjacent lane and sideswipes another vehicle. He quickly stops, gives the other driver 
his name, the name and phone number of the company and his insurance information, and then 
proceeds on to the pickup. The 3 rd party claim is later assigned to you for handling. Is there coverage 
for this claim? 

a) Yes. Liability coverage is provided for “Any Auto”, which includes Jack’s tow trucks. 

b) No. Mel left the scene of the accident, voiding coverage. 

c) No. Since Mel was at fault in the accident, the policy doesn’t cover the damage. 

d) No. Your analysis of coverage indicates the tow truck was not listed under the “Physical 
Damage: Collision” section. 

Answer: If you chose (a) you are correct. 

During the week after the accident, Jack is walking next to the tow truck that Mel was driving and 
notices a huge scrape down the right-hand passenger side of the truck. A wheel well is so badly 
dented to where it threatens to cut a tire, and a tool box lid on the side of the truck is so damaged it 
can’t be opened. After scolding Mel for the tenth time, he calls the company and files a collision claim 
so he can get the truck repaired. Given your review of the policy, is there coverage for this claim and 
why? 

a) No. Since it was Jack’s employee, Mel, who was at fault, Jack can’t collect under 
this own insurance policy. 

b) Yes. Symbol #1 is listed under Garagekeepers coverage, and Jack business 
included the Garagekeepers exposure. 

c) No. Jack’s tow truck is not “specifically described” for Physical Damage (i.e. Collision 
and Other than Collision) coverage. 

d) Yes. Jack’s policy includes Collision and Other Than Collision coverage for the tow 
trucks 

Answer: If you chose (c) you are correct. 

After you advise Jack that there is no coverage for the damage to the tow truck, Jack goes ballistic and 
starts screaming that he gave this information to his agent and that the trucks are supposed to be on the 
policy. Would this make any difference in your denial of the claim and what would be the right thing to 
do? 
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Answer: A number of scenarios are possible: 

1. Jack asked for the tow trucks to be listed during the initial application process and they 
somehow got left off; 

2. Later on after the initial application process, Jack realized the expense of repairing the tow 
trucks if they got damaged. He then called his agent and asked that they be added. The 
paperwork regarding this request is found sitting in the agent’s in-basket, covered over by 
other business. 

3. Jack’s request to have the tow trucks added was made last week, two days prior to the 
accident. The request is still “in processing” and hasn’t been added to the coverage yet. 

4. Jack is lying just to try and convince you to agree to pay for the repairs. 

If you were to find that either of #1 - #3 was true, you would then go to your Supervisor who should assist 
you in contacting the agent or underwriting and documenting the fact that Jack’s coverage was properly 
verified, and then proceed to handle/pay the claim according to their decision on coverage and proper 
coverage parameters. 

*Remember.. .the job of an adjuster is to help people in times of loss: both insureds and claimants, in 
accordance with the insurance contract. It is also to investigate and gather all relevant facts so that an 
informed decision can be made that achieves that goal. Your job here would be to provide exceptional 
customer service and go out of your way to consider all possibilities and complete your investigation into 
the facts and rule “in or out” each one and then reassess your position. 

Business Auto Liability Exclusions : 

The following are very important exclusions to remember in a Business Auto policy: 

• Employee injuries - these are covered under Workers’ Compensation if the employee is 
injured while working. Personal Injury Protection would not apply in such a case. However, if 
the employee was in an accident while driving a covered vehicle while on personal business 
(with permission to do so, of course), then the Business Auto benefits (including PIP) would 
apply. 

*Note: Even if an employee is injured in an auto accident in a vehicle covered by the 
Business Auto policy, PIP benefits would not apply as W/C benefits are much greater than 
PIP, however UM coverage would still apply to the injured worker if the employee’s claim for 
damages greater than that provided by Workers’ Compensation. 

• Liability for pollution, except from normal operating fluids of the covered vehicle. 

• Liability arising from mobile eguipment (e.g. tractors, bulldozers, forklifts and other major 
mobile equipment by on a general liability policy). 

This last exclusion is one that commonly arises in the handling of commercial auto claims. The Business 
Auto policy covers a wide array of vehicles and the trailers/equipment that attach thereto, but it does not 
cover “mobile equipment”, and there is a difference. 

“Mobile equipment” as defined in the policy means, “off road and unlicensed vehicles like bulldozers, 
forklifts, vehicles on crawler treads, used solely on the insured’s or adjacent premises, and vehicles that 
simply provide mobility to permanently attached specialized equipment (e.g. a truck crane can be 
licensed to travel on the road, but it is not an “auto”.) 

So...if an employee of A&M Construction Company runs over someone’s foot with a forklift, or sideswipes 
someone’s parked car with a bulldozer, the Business Auto policy will not respond. Coverage for these 
kinds of accidents is found under the General Liability policy. 
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Truckers Policy 

The Truckers Policy is simply a Business Auto Policy with some special language and endorsements to 
cover the hazards of short- and long-haul trucking and towing of trailers and goods that belong to others. 

Garage Policy w/Garaqekeepers 

As discussed earlier, the Garage policy protects the business (and various insureds) from liabilities arising 
out of the selling, servicing, repairing, parking or storing automobiles. The coverage symbols are different 
from, but similar to, those of the business auto policy. 

Here is an example of a claim situation that would invoke the Liability coverages of a Garage Policy: 

Adams Buick & Honda is a local car dealer. Janie went in to look around at the new model year 
cars and a salesman convinced her to test drive a new Honda Accord. While on the test drive, 
she ran through a red light traffic signal and hit another car broadside. The driver and her 
passenger, Jane and Mary Doe, were injured and their car was totaled. The Does retained legal 
counsel and put the dealership on notice that they intended to file suit and hold it responsible for 
all of their damages. The dealer sent notice of claim directly to their agent. 

After receiving the claim from the agent, Johnny Quick, senior claims adjuster with XYZ Insurance 
Co. pulled up the policy on his computer screen and noticed symbol 21 for Liability coverage 
which covers “Any Auto”. He immediately began his investigation into the dealership’s liability 
and handling of the Does’ injury claims 

Here is an example of a “Garagekeepers” claim situation and how two adjusters can work together to 
handle a claim for their respective insureds: 

Joe’s Body Shop does repair work for both Adams Buick & Honda and the XYZ Insurance 
Company. After investigating the accident, Johnny Quick arranges for the claimant’s vehicle to 
be taken to Joe’s Body Shop for repairs. While it is there, a fire breaks out when an employee 
drops a cigarette into a puddle of gasoline. No one calls the fire department; each one thinking 
someone else was going to do it. Before they know it, the fire guickly spreads and they watch as 
the blaze engulfs Joe’s Body Shop. When the fire is finally put out, they find that the claimant’s 
vehicle is nothing more than a pile of charred steel. 

Johnny Quick tells Joe to turn the fire claim into his agent immediately, not just for the loss of the 
body shop, but the loss of his customers’ vehicles as well. 

Joe’s Body Shop has a standard Garage & Garagekeepers Policy with U.S.A. Insurance 
Company. U.S.A. Insurance contacts Johnny Quick to work out a “split” for payment of the 
property damage to the Does. Johnny agrees to pay for the original repair amount that would 
have been paid to Joe’s Body Shop (had the car been properly repaired) and U.S.A. Insurance 
pays the vehicle’s remaining total loss value. They agree to share Doe’s loss of use claim. 

Here is one final example of a Garagekeepers claim: 

Jeff is a long time customer of Jerry’s Car Repair. He took his 2002 Ford Mustang in to Jerry’s 
for an oil change and a tune up. Jerry’s assigned the job to Hank. Hank started the repairs, but 
after draining the engine, and just as he went to replace the oil, he was distracted by a new 
customer. When he returned to the work, he thought he had already replaced the oil, and he 
tightened the plug, finished the tune-up, and called Jeff to “come and get it”. Jeff paid his bill and 
left with his car. He drove it to his home five miles away and parked the car. The next day he left 
on a business trip, and after he got about 15 miles down the road, his car engine seized up 
completely and stopped. After having his car towed back to Jerry’s they realized what had 
happened. Jeff asked for a refund of his repair bill ($245.00) and for the complete purchase and 
install of a new engine and all of the adjoining parts that had been damaged ($2,513.56), a total 
repair bill of $2,758.26. 
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Jerry turned the claim in to his agent, who turned it over to his carrier, Homespun Insurance 
Company. The adjuster confirmed coverage under Jerry’s Garage & Garagekeepers Policy and 
paid Jeff the $2,513.56 (who took his car to a different repair shop). However, the Homespun 
adjuster refused to pay to anyone the $245.00 “oil change/tune-up” bill as this was “the work 
performed” by Jerry’s Garage.. .not property damage caused by the work performed. It was up to 
Jerry to “refund” Jeff his money for the work that was improperly completed. 

Business Auto, Truckers and Garage/Garagekeepers claims are typically more complex than personal 
auto claims. The most important thing is that you understand the basic concepts and most common 
types of claims that arise with these exposures. 

Miscellaneous Automobile Laws 

We’ve already discussed the Florida’s Financial Responsibility, Automobile No-Fault, and Uninsured 
Motorist laws. As a refresher, we’ll summarize them here: 

• Florida’s Financial Responsibility Law - In the event of an accident, driving under the 
influence, or commission of a felony with a motor vehicle, the operator of a motor vehicle 
must show proof of insurance or financial responsibility with minimum limits of 10/20/10. 

• A utomobile No-Fault Law - Any motor vehicle owner subject to the No-Fault law who 

complies with the law is immune from legal liability for causing Bl to others, regardless of fault 
(subject to certain exceptions), cannot seek damages from another for their liability in an auto 
accident, is limited to non-economic damages from the owner/driver’s own (1 st party) carrier, 
that PIP coverage is mandatory, and if not carried, penalties may be incurred. 

• Uninsured Motorist Law - All auto policies must automatically offer UM coverage along with 
every auto insured with Liability coverage and the limits must be “stacked” for each 
automobile owned by the insured and covered under the policy, unless rejected “in writing” by 
the insured. 

Three (3) other automobile laws that are important are: 

• C an cellation/Non-Renewal - Any auto policy issued in Florida is subject to this law. Within 

the first sixty (60) days of coverage, coverage may be cancelled by the carrier for any reason 
except for discrimination. After sixty (60) days, cancellation generally requires forty-five (45) 
days notice. If due to non-payment of premium, cancellation only ten (10) days notice. 

*Note: Cancellation is a highly sensitive area. Make sure to get supervisory, and perhaps 
even legal, input when considering denying a claim due to cancellation of a policy. 

• Unfair Trade Practices - Forbids discrimination in the renewal or pricing of premiums. 

• Information Disclosure to Claimants - A liability insurer must disclose full policy information 
up written request from a claimant or claimant’s attorney. 


CCA Designation Course - Section II Casualty 


54 


General, Homeowners and Personal Liability Insurance 

In this section we will cover all of the liability coverages found under Commercial General Liability, 
Homeowners, and individual Personal Liability Insurance policies. 

We’ll start first with General Liability... 

General Liability Insurance 

General Liability insurance protects businesses from four (4) primary exposures: 

• Direct liability resulting from operations, premises, or acts of employees; 

• Indirect liability resulting from the acts of others (i.e. vicarious liability 
from the acts of independent contractors, agents, etc.) 

• Contractual liability (agreeing to indemnify others for certain exposures) 

• Liability resulting from your Products & Completed Operations 

The CGL Policy 

A Commercial General Liability policy is designed for business, and the policy construction is similar in 
nature to other policies, i.e. Declarations, Conditions, CGL Coverage Form, and a form unique to the 
CGL, a Nuclear Energy Liability Exclusion endorsement. 

Although some differences exist, the Declarations and Conditions are similar in nature to other policies. 

The Adjusters Study Manual mentions two (2) triggers of coverage. First, a “trigger of coverage” is that 
thing (i.e. event, incident, claim, etc.) that activates the insurer’s obligations under the policy. 

Remember...until a risk or hazard actually becomes a loss or claim, the insurance contract is relatively 
one-sided. The insured has paid a premium fora length of time, and until the “insured-against” hazard or 
risk becomes real, the carrier’s “promise” is worth little more than the paper it’s written on (except for any 
peace of mind it may bring). 

However, when a loss occurs, the “trigger is pulled” on coverage and the carrier must act. 

In this course we will focus only on the “occurrence” trigger, as that is the only type of policy you will come 
across for many, many years into your career. 

The “Occurrence” Trigger 

An occurrence is defined almost identically like the term “accident”. Where “accident” is defined as “a 
sudden fortuitous event”, occurrence adds to the definition, “including continuous or repeated exposure to 
substantially the same generally harmful conditions”. 

Usually it is very easy to determine when an “occurrence” takes place, as it is typically “an accident”. It is 
the date bodily injury or property damage occurs. 

Even when an occurrence involves “continuous or repeated exposure”, it is usually “when” the resulting 
injury or damage occurs or is noticed that triggers the policy. 

Examples of an Occurrence Trigger 

• A customer is injured in the Insured’s store when merchandise falls on her from a high shelf. 

(Such an event is date-certain.) 

• While working on a construction site, one of the insured’s employees operating a crane, 
swings the boom into a building wall causing heavy property damage and injuring two 
employees of a sub-contractor. (Again, such an event is tied to a specific date.) 



CCA Designation Course - Section II Casualty 


55 










• A roofing contractor’s employees install roofing tiles poorly, causing water to leak into a 
property owner’s attic. After a long summer of heavy thunderstorms, the water causes the 
sheetrock ceiling to give way, causing damage to not only the interior ceiling and insulation, 
but interior carpeting, furniture and electronics. (Here, the “continuous and repeated 
exposure” is the water leak from the insured’s employee’s negligent performance, and the 
“trigger” is the date the ceiling gave way.) 

The CGL Insuring Agreement 

The CGL policy insures against the Insured’s legal liability for Bl or PD to which the insurance applies. 
This agreement contains important definitions of: 

• Who is an Insured 

• Bodily injury 

• Prope rty damage 

*Rememberthe basic premise of a General Liability insuring agreement: “An Insured person or entity 
must be legally liable for bodily injury or property damage that occurs within the policy period and 

there should be no applicable exclusions if the policy is to cover the loss.” 

Also, just as with the personal or business auto policies, the carrier has the right and duty to defend suits 
against the Insured, and that duty ends when the policy limits are exhausted. And, like with the auto 
policies, defense costs are “in addition to” the policy limit. 

Who is an Insured ? 

A General Liability policy can be used to cover just about any kind of business entity, including sole 
proprietorships, partnerships, joint ventures, limited liability companies, and corporations. 

Insureds include the named insureds, partners, members of partnerships or joint venturess, managers, 
employees, volunteers, legal representatives, and even stockholders of corporations or spouses of 
named insureds or partners when involved or connected with business activities. 

The policy also covers a sole proprietorship or corporation that is acquired by the named insured for a 
period of 90 days for event that occur after the acquisition. (*Note the similarity with the auto provision 
that allows for coverage up to 30 days for the purchase of a new or additional vehicle.) 

A list of exactly who is “an insured” on a CGL policy is listed in the policy, and you will always be able to 
(and you should if ever in question) examine the language of the policy. 

Exposures Covered : 

As covered earlier, the exposures covered by the policy include: 

• Premises/Operations 

This includes liability for Bl or PD occurring in the insured’s buildings or on the business 
grounds, as well as resulting from the Insured’s operations. This also includes Bl or PD for 
what the Insured (or its representatives) does or what the insured does NOT do. 

• Products & Completed Operations 

This includes liability for Bl or PD arising from things that the Insured makes, sells or delivers, 
whether the Insured is the original manufacturer, a wholesaler/middleman, or a final retailer. 

• Contractual Liability 

This includes liability arising from lease agreements, elevator maintenance agreements, or 
sidetrack agreements. 

• Contingent (Indirect or Vicarious) Liability 

This is liability resulting from the acts of anyone who is acting on behalf of the Insured, 
including contractors, employees or agents. 


CCA Designation Course - Section II Casualty 


56 


Exclusions 

There are quite a large number of exclusions in a CGL policy, and many of them are quite commonly 
involved in the claims that an adjuster handles. The Adjuster Study Manual lists all of them. We’ll cover 
only a few of the most commonly found exclusions in daily claims handling: 

• Intentional Injury 

This is an important exclusion. Any Bl or PD “expected or intended” from the standpoint of 
the Insured is not covered by the policy (except for reasonable force to protect persons or 
property). A couple of things you must remember: 

- A corporation (even if considered a legal entity or person) cannot have “intent” and 
cannot “expect or intend” Bl or PD; however, 

- An employee or agent can have intent, but can still be covered, and a defense owed, even 
though the employee or agent of the insured may have intentionally inflicted Bl or PD. 

**However, whether or not an act was intentional or expected is a question of fact. Typically, 
those facts are in dispute until determined by a judge or jury. Since, from a legal standpoint, 
the duty to defend is greater than the duty to pay, you will likely have to defend such an 
employee or agent under a Reservation of Rights until factual disputes are resolved. 

• Employee Injuries 

This is another big one. Employee injuries are covered by workers’ compensation coverage. 
However, from time to time an employee will sue his or her employer. These lawsuits are not 
generally covered if the accident occurred while the employee was working. 

There are, however, gray areas where it is questionable whether or not the employee is 
covered by work comp. An example of such an accident is when an employee has left work 
and is in the parking lot, or hangs around after work on the premises and changes from an 
“employee” to a “guest” on the premises. If an employee alleges that he or she is NOT 
covered by work comp, then the CGL policy would cover the loss...or at least provide a 
defense for the employer while determining the facts. 

At times an employee will sue other companies (not their employer), but those other 
companies join the employer in the suit in what is often referred to an “action-over” claim. 

These suits are not covered by the General Liability policy. 

• Aircraft, Autos, or Watercraft 

These exposures are covered by their own type policies. 

• Insured’s Products or Work 

Damage to the insured’s own products, or arising out of the product itself, as well as damage 
to the insured’s own work or work in progress if the damage arises out of that work after it is 
completed, is excluded. 

• Recall 

The policy does not cover any liability or expense related to a recall of the Insured’s work or 
prod ucts. 

• Pollution 

Any and all damage arising from pollution is excluded, subject to a very few minor 
exceptio ns. 

Personal and Advertising Injury 

The most common form of personal injury involves libel or slander, both of which are considered the tort 
of defamation of character. Libel is “the written word” and slander is “the spoken or verbal word.” 

The greatest defense to a claim of defamation is “the truth”. Once the falsity of libelous or slanderous 
defamation is proven, however, damages need not be proven, as they are legally presumed. Only the 
extent of damages need be proven. 
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Medical Payments 

Just like homeowners insurance, the General Liability coverage form offers Medical Payments coverage 
for anyone injured on the premises owned, rented or adjacent to the insured’s business, or arising out of 
the insured’s operations. General Liability Med Pay pays for medical, dental, hospital and/or funeral 
services on a voluntary basis, without requirement of liability for up to a year after the injury, subject to a 
$5,000 limit. 

Med Pay is primarily intended for guests or customers of the Insured. Employees, tenants of the insured, 
or employees who participate in athletic events such as company-sponsored softball teams or bowling 
leagues are not covered. 

Supplementary Payments 

Like the auto and business auto liability policies, the CGL covers pre- and post-judgment interest, appeal 
bonds, the insured’s expenses, and lost wages up to $250 per day for participation in the investigation 
and defense of the claim. 

Limits of Insurance 

Limits under the CGL come in two forms: a per occurrence limit (usually $100,000 or higher) for each 
occurrence resulting in Bl or PD, and a general aggregate limit (usually $200,000 or higher) or all losses 
in a calendar year policy period. 

Example: Assume a company has a CGL policy with a $100,000 per occurrence and a $200,000 
aggregate limit. During the year the insured becomes legally liable for $175,000 to a lady who 
was injured on the business premises, a group of 10 smaller individual losses totaling $50,000 
and an $82,500 loss caused when an employee damaged a building with a boom crane he was 
operating. How much would the company’s policy pay for these losses? 

Answer: A total of $200,000. How much is paid on each of the above claims will depend on 

when, or in what order, it was paid. 

Miscellaneous Types of General Liability Insurance 

The other types of CGL coverage mentioned in the Study Manual are specifically designed to address a 
particularly complex exposure: 

• Owners and Contractors Protective 

• Liquor Liability 

• Produ cts/Completed Operations 

• Pollution Liability 

For companies that are in any way engaged in the business of alcohol, Liquor Liability coverage is 
necessary to protect against liability for having caused or contributed to someone’s intoxication that 
results in Bl or PD. 

Here are a couple of examples of claims one might see that are covered by these policy forms, or would 
be otherwise excluded without them: 

Example #1 : The insured operates a Bar & Grill. One evening a regular patron sits at the bar and 
drinks for several hours. After leaving, the patron runs off the road, over the claimant’s mailbox, 
and crashes into the picture window of the claimant’s home, causing approximately $32,000.00 in 
property damage. The claimant sues the Bar & Grill for continuing to serve the driver after it was 
obvious that he was intoxicated, and then letting him leave unescorted. The Liguor Liability 
coverage form would be necessary in this type situation because the standard CGL would 
exclude this kind of exposure. 
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Example #2 : The named insured operates a car repair service. They have to handle various 
petroleum products that can cause pollution if handled improperly, so they’ve added a Pollution 
Liability coverage form to their policy. One of the services they sell is the oil change. They also 
change transmission fluid and other forms of lubricant. An employee accidentally knocks over a 
large barrel of used oil, spilling approximately 55 gallons of waste product onto the ground and 
into the storm drain. Before the local HazMat and EPA officials are finished, the Insured has 
been charged with $55,000 in cleanup costs. The CGL w/Pollution Liability coverage would pay 
for these costs arising out of this occurrence, as long as the claim was reported within the claims- 
made coverage period. 

Excess Liability and Umbrella Coverages 

When basic liability (primary) limits are insufficient, two types of insurance coverage are available to 
increase protection: excess insurance and umbrella coverage. 

An excess insurance policy always follows an individual primary policy or an individual self-insured 
retention, and provides additional, and much higher, coverage. An excess policy may provide the same 
coverage as the primary policy but higher limits, or it may provide an even broader form of protection as 
“stand alone” coverage. There may also be several “layers” of excess policies/coverages on top of an 
individual primary policy. 

An umbrella policy typically provides an excess-type coverage, but over a combination of policies or 
risks. An umbrella policy may even provide coverage for some exposures not covered by underlying 
policies, and thus provide a form of “primary” coverage for that exposure. If the umbrella provides 
“primary” protection, it will usually be subject to a form of deductible known as a self-insured retention. 

Professional Liability Insurance 

Professional liability insurance is critical in today’s society, and is more commonly known in the industry 
as either Malpractice or E&O (Errors & Omissions) coverage. 

The term “malpractice” is reserved primarily for doctors, hospitals, blood banks...or anyone engaged in a 
healthcare field...even veterinarians, and lawyers! 

“Errors and omissions” is reserved for the other numerous professions that also require such coverage, 
such as: 

• Architects and engineers 

• Accountants and financial planners 

• Real estate brokers 

• Sto ck brokers 

• Insurance agents and....you guessed it...’’Adjusters!” 

The premium for these policies is substantially higher than that of most other types of liability coverage 
(except very high risk coverages like aviation, etc.). 

Although these policies can be written on either an occurrence or claims-made basis, claims-made is the 
most common. 

Those who are engaged in the business of these professions are held to a higher standard of knowledge, 
skill and care than a normal “person” in today’s society. If one delivers services that fail to meet these 
higher standards, and as a result a person suffers damages from an insured incident or event, the 
professional can be held “legally liable” for those resulting damages. 

In other words, if a professional engaged in one of these businesses “does something he shouldn’t have 
done” (co-mission) or “fails to do what he should have done” (omission)...compared against the higher 
industry standard for that profession, he or she can be held responsible for the consequences. 
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Standard limits for the medical-related professions are $250,000 per occurrence and $750,000 as an 
aggregate. Standard limits for lawyers are much smaller (e.g. $25,000 per occurrence and $75,000 
aggregate) as are those provided for other professions. 

Whereas the usual right and “duty to defend” is found in all professional liability policies, the lawyers’ 
professional liability policy is different in that claim expenses (i.e. legal costs) are part of the policy limit. 
After a claim is defended, whatever is left of the policy limit after deducting these claim expenses is paid 
on the claim. 

Example: Assume a plaintiff’s case gets dismissed because his attorney failed to file a lawsuit 
before the statute of limitations ran out, and files a malpractice lawsuit against the lawyer for 
negligently failing to do so. The attorney has an E&O policy with limits of $25,000 per 
occurrence. Also assume that $12,525.00 is spent in defending the lawsuit against the attorney 
before a plaintiff’s verdict is returned awarding damages of $34,525.00 to the plaintiff. How much 
will the policy pay? 

Answer: The defense costs of $12,525 are deducted first from the policy limit of $25,000, leaving 
a total of $12,475 to pay toward the verdict. The attorney will be responsible for the remainder of 
the verdict. 

Homeowners & Personal Liability 

Homeowners and Personal Liability policies basically offer the same type of coverage as General 
Liability, only its personal in nature. In the early years of your career you are likely to handle some form 
of Homeowners or personal liability claim for bodily injury or property damage. 

Liability concepts are the same as discussed under the General Information section of this manual. 
Except for injuries occurring on the insured’s premises that can be paid under Med Pay which is a 
gratuitous and voluntary type of coverage, an insured must be legally liable for Bl or PD that is not 
otherwise excluded. Typical claim situations that might result in personal or homeowner’s liability include: 


• Slip and falls, tripping over carpets or mats, stepping in hidden holes in the yard; 

• Youngsters playing in the back yard and hitting a ball through the picture window of your 
neighbor’s home, and smashing an expensive crystal vase; 

• Dog bites 

For example: Assume you have a guest who is visiting with her 3 year-old daughter, who tries to pick up 
your toy poodle while it is eating. The poodle snaps at her and punctures her upper lip resulting in a 4 cm 
gash. The bill for the initial treatment and sutures was $340.00. What steps would you take to verify 
coverage and handle the claim? 

Answer: The initial $340.00 ER bill and any subsequent medical expenses incurred should be paid under 
the Med Pay coverage. However, not only does Med Pay cover this incident, your Homeowner’s Liability 
coverage would respond to any claim for damages made by the parents. The key issue here would be 
whether or not you are legally liable for the injuries. 

*Some homeowner’s policies on the market today are excluding animal liability of all types. In this case, 
the policy would pay no more than medical bills under the Med Pay coverage. Always check the policy 
and its exclusions carefully as part of your investigation. (Better yet...if you have an animal, check your 
own policy!) 

Limits on Vicarious Liability of Parents 

While the basic Homeowner’s limits are $100,000 for Liability and $1,000 for Med Pay, another recent 
trend is a reduction in the limits for vicarious parental liability. 
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For example: Two 13-year olds are playing with a gun owned by the father of one. They are 
unaware that it is loaded, and the gun owner’s son accidentally shoots his friend. His friend dies. 

Who will be held responsible/liable for this accident? 

Answer: The parents will likely be held vicariously liable for the negligent actions of their son. 
Unfortunately, the policy will only allow $10,000 in coverage for vicarious liability. 

Follow-up Question: Suppose the attorney of the parents of the deceased 13-year old told you he 
wasn’t interested in your $10,000. He was going for the $100,000 policy limit. How would he get to it, 
and could he? 

Answer: In today’s society, with the freguency of similar gun accidents, and the media and legislative 
attention given to gun safety, the parents face a significant exposure for being held directly liable for 
their own negligence in allowing such easy access to a gun, when they “knew or should have known” 
of the possibility of their son finding it and having such an accident. Thus, your $100,000 
homeowner’s liability policy could very easily be up for grabs. In this example, the full limits of the 
policy would probably be awarded. 

Personal Injury Coverage 

Personal injury liability is an exposure every homeowner faces for such things as libel, slander, false 
imprisonment or detention, and invasion of privacy. Here is an example of a claim that would fall under 
this type of coverage: 

• Your insured sees her neighbor spank her child and calls the authorities claiming they are 
guilty of child abuse. It takes several weeks and the services of an attorney to keep Child 
Services from taking the child from the parents. The neighbor sues your insured for slander 
and invasion of privacy. 
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Workers Compensation 

Workers compensation claim handling is a very large business in the United 
States, and few states have as large a workers’ compensation claims 
environment as Florida. This line of business offers significant opportunity 
for employment and career develop. In this section we will expand on the 
subject in much greater detail than any other licensing or training program on 
the market today. We will start with the history of workers’ compensation and 
then get into the legal doctrines of this social benefit system. 

The Purpose of Workers' Compensation 
For more than 100 years industrial accidents and occupationally-related injuries have become recognized 
as inevitable hazards of business and industry, and the cost of industrial accidents and occupational 
diseases are now regarded as a legitimate cost of business and production. As such, years ago a 
compensation scheme ultimately evolved that would assess the costs of occupational injury and disease 
against employers...even though those employers might not otherwise have been legally responsible 
under common law theories of liability. This scheme became known as workers’ compensation. 

Under this concept, if workers suffer injury as a result of their employment, all medical expenses and a 
portion of their wages will be paid until they can return to work.. .regardless of who was at fault in the 
cause of the accident. But in return for the employer’s guarantee to pay for occupationally-related 
injuries, employees gave up their right to sue an employer for “tort-style” damages, i.e. pain and suffering, 
permanent injury, and other non-economic general damages. 

It is important to remember that these laws were designed to balance the interests 
of both employer and employee. Workers’ gave up their existing legal remedies in 
return for the employer’s “no-fault” guarantee of payment of out-of-pocket 
economic damages. This compromise between employer and employee was 
huge ; particularly in light of the fact that it was (and still is) very difficult to prove 
that an employer is at fault in the case of most occupational injuries (e.g. sprains, 
strains, cuts, bruises, etc.) Workers’ compensation became know as the 
“exclusive remedy” of workers injured in the line of duty. 

These laws provided relative certainty that both medical benefits and lost earnings would be paid to a 
worker for work-related injuries without resort to litigation. Consequently, fault or causation is no longer 
an issue in the determination of benefit eligibility. 

An employer can protect itself from the uncertainties of risk and liability exposure by providing workers’ 
compensation [insurance] coverage to its employees, even when not required by law to do so. Failure to 
secure this statutory (legal) obligation through legitimate “self-insurance” or an insurance policy will 
subject an employer to severe penalties, including a loss of immunity from suit by the employee. 

The Workers’ Compensation Policy 

Workers’ compensation laws place a significant financial burden on employers...an obligation that carries 
with it significant risk of financial loss...so an insurance policy was ultimately created to protect employers 
from such risk. In exchange for payment of a specific premium, the insurer makes a promise to the 
employer to deliver all workers’ compensation benefits to an injured employee in accordance with the 
laws of the state or jurisdiction within which that employee is covered. 

The typical workers’ compensation policy provides two forms of coverage: Coverage A - Workers’ 
Compensation and Coverage B - Employer’s Liability (there are a few areas where an employee can still 
sue the employer for damages.) 

Part I: Coverage A of the Workers’ Compensation policy provides for payment to injured employees of 
medical and disability benefits the employer would otherwise be required to pay under the workers’ 
compensation law. Linder this coverage, the carrier “steps into the shoes of the employer”. If the 




CCA Designation Course - Section II Casualty 


62 







employer is obligated to pay benefits in a given factual situation, then the insurer pays. Similarly, if by 
operation of facts and law the employer would not be obligated to pay, the insurer would not pay benefits. 

Part II: Coverage B provides Employer’s Liability coverage to protect against any liability exposures the 
employer may face from its employees that would not otherwise be covered by the workers’ 
compensation law. These exposures are those that lie outside the purview of the workers’ compensation 
law, such as exposures for liability under theories of negligence or strict liability. 

As indicated, once an employer secures insurance coverage to fund its workers’ compensation 
obligations, the insurer steps into the shoes of the employer and the employer’s obligations become the 
carrier’s obligations. Under Florida law, reference to the employer and carrier are intended as one and 
the same, and are commonly seen and referred to as “the employer/carrier”. Unlike the auto, general 
liability, or homeowners’ policies, a work comp policy does not present many coverage issues derived 
from the policy. It is more important to know that a work comp policy basically defers to the work comp 
law of the state in which the employee is injured. 

Employment and the Employment Relationship 

Workers' compensation laws are designed to protect employees only , and an employer is required to 
provide workers’ compensation coverage if it has four (4) or more employees. Even though an employer 
may not be required to provide workers' compensation, it may voluntarily do so. To do so will still provide 
the employer with the protections of the exclusive remedy. 

Because work comp is intended only for employees, there must be an employer-employee relationship. 
The following are examples of workers who do NOT generally meet the definition of an employee: 

• Domestic servants in private homes (i.e. housekeepers) 

• Professio nal athletes 

• Independent contractors (people who own and run a business of their own) 

• Casual labor (work that generally takes less than ten days, for a total labor cost of less than 
$500, and where the work is not in the course of the employer’s normal business) 

Definitions 

Knowing the following definitions is critical to an understanding of workers’ compensation claim 
handling: 

Average Weekly Wage 

An employee’s average weekly earnings, taken from the average of the total of 13 weeks prior to, but 
not including, the week of injury. 

Carrier 

In Florida, the “carrier” includes employers, carriers, self-insured employers, and group self-insured funds. 
The actions of the employer become the actions of the carrier, and vice versa. 

Compensation Rate 

An employee’s weekly benefit, calculated by taking 66 2/3% (multiplied by a factor of .6667) of the 
Average Weekly Wage (AWW). 

Controverted or Denied Case 

A claim where the carrier has denied liability (compensability) for all W/C benefits... 

First Aid Case 

An injury treated at the work place. It does not require treatment for which charges are incurred; and it 
does not cause the employee to miss more than one shift of work. 
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Medical Only Case 

An injury requiring treatment for which charges are incurred, but the employee does not miss more than 7 
days of work. 

Medical Only to Lost Time Case 

An injury that initially did not result in more than 7 lost days of work, but later did. 

Lost Time Case 

An injury or occupational illness that causes an employee to miss more than 7 days of work, or any injury 
for which indemnity benefits are due (e.g., a medical only that results in permanent impairment); death 
cases also fall under the definition of a lost time case. 

Maximum Medical Improvement (MMI) 

In plain language, MMI is "that time when an employee's recuperation from injury is as good as it is going 
to get. The injury has healed as much as can reasonably be expected. It's not going to get any better, 
and it's not going to get any worse." MMI is a date in time. 

Florida's legal definition is "The date after which further recovery from, or lasting improvement to, an injury 
or disease can no longer reasonably be anticipated, based upon reasonable medical probability". 

Do not confuse MMI with the date an employee can return to work. 

Permanent Impairment Rating 

A medical opinion on the extent of anatomical or functional disability that an employee is left with after 
MMI, expressed as a percentage (%) of the body as a whole. It is this "rating" upon which the adjuster 
determines permanency benefits. This rating must usually be based upon objective findings and not 
upon a physician’s subjective opinion or judgment. 

Salary Continued in Lieu of Compensation 

The employer continues to pay salary or wages, at least equal to the compensation rate, during the 
period the carrier would have otherwise been required to pay disability benefits. 

The Compensability of Accidents and Injuries 

Remember...workers’ compensation is a “no-fault”, strict liability system. The obligation to provide 
benefits to the employee is not determined by who is at fault for the accident and subsequent injuries. 

However, not every injury to an employed person is covered by workers’ compensation. The W/C system 
was originally designed to make employers responsible only for the cost of injuries related to 
employment. Thus, the mere fact that an accident victim is employed does not involve the workers’ 
compensation system unless the accident is work-related. 

The Injuries of Work Comp 

These are the fundamental rules governing what an injury is...and is not...under work comp: 

Injury by Accident 

An “injury” is defined to mean personal injury or death by “accident”, “arising out of” work performed in the 
course of employment. 

Injury also includes any such disease or infection that naturally or 
unavoidably results from such injury. For instance, if your injury requires 
surgery, and you get an infection from the surgery, or complications arise 
during or from the surgery, any increase in medical expenses or severity of 
injury or disability is also payable under work comp. 

What is an Accident ? 

Workers’ compensation is only intended for injuries that result from an accident. Accident is defined as 
an “unexpected or unusual event or result that happens suddenly.” 
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Accidental injury does not include any mental or nervous conditions due to fright, stress or excitement 
alone...without physical injury...including disease due to alcohol or drugs such as alcoholism or drug 
addiction. (You’ll hear more about this shortly.) 

Pre-Existing Conditions (Aggravation of...) 

There is an old rule in claim handling known as: 

“You take ‘em as you find 'em.” 

If an individual has a pre-existing condition and it is aggravated by an accident on the job, the aggravation 
is compensable as long as the aggravation remains the cause of the continuing disability or treatment. 
Once the disability or treatment returns to the employee’s original condition, compensation and medical 
treatment for that condition are no longer payable. 

Physical Injuries Only 

Work comp is generally intended for physical injuries only, such as personal injury or death and any 
diseases or infections that naturally or unavoidably occur during and as a result of the injury or treatment. 
Mental or psychological injuries or conditions arising from mental or psychological factors (e.g., stress, 
depression, etc.) without any kind of physical injury are not compensable. If, however, these conditions 
arising from or following a physical injury, are covered and compensable. 


Example: An employee is riding with his supervisor enroute to a business meeting in another city. They 
are involved in an auto accident. The supervisor is killed and the employee suffers a shoulder injury. As 
a result, the employee becomes disabled and alleges a psychiatric condition including post traumatic 
stress disorder (PTSD). This mental condition, and any disability or treatment it may cause, are payable 
under work comp because it was brought on by or in conjunction with, the physical injury. 


However, assume the employee and her supervisor were walking through the city to a meeting, and while 
crossing a street, the employee sees her supervisor get struck by a vehicle moving at high speed, tossed 
into the air, and run over by another vehicle. The supervisor is killed. The employee goes into shock and 
develops a condition that requires psychiatric treatment, disabling her for several weeks. This condition is 
not compensable under workers’ compensation because the employee suffered no physical injury. 



Heart Attacks, Strokes, Aneurysms 

Sometimes people suffer heart attacks, strokes or aneurysms while they’re at work. 
These events typically arise internally, and not from any external source. As such, it is 
not uncommon for people to think they are not considered “injuries by accident”. 
However, judicial interpretation has expanded the concept of injury in these areas to a 
slight degree. Consequently, these conditions are only compensable if the work 
immediately preceding the event involved unusual or extraordinary physical strain. 


Many, if not most, of these type injuries are caused by non work-related risk factors like high blood 
pressure, diabetes, coronary artery blockages, smoking, family history, and stress. If any of these factors 
are the cause of the injury, it is not compensable. 


The Doctrines of Compensability 

Knowing the laws of workers’ compensation is only the first step on the road to becoming a successful 
claims adjuster. Skilled claims professionals who handle workers’ compensation claims know the legal 
doctrines that form the basis of these laws and understand the “why” behind the laws. All of Florida’s 
W/C Compensability Laws are contained in Florida Revised Statutes: Chapter 440 and these legal 
doctrines form the basis of Florida’s workers’ compensation laws. 
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We will cover these doctrines as they are grouped under three (3) concepts of workers’ compensation: 

• Injuries: What is considered an “injury” and which injuries are covered/not 

covered under workers’ compensation; 

• Compensability: When is an injury payable under workers’ compensation; 

• Benefits: What benefits are paid under work comp, how are those benefits 

calculated, and when are they due. 

These fundamental concepts exist not only under Florida’s law, but the laws of most other jurisdictions as 
well. Learn these...know these...and you can immediately begin handling claims in Florida or in any 
other state where you wish to pursue a workers’ compensation claims career. The simple idea that 
workers’ compensation should be limited to work-related injuries is easy to apply in the vast majority of 
cases. There is often, however, a fine line between work-related and non work-related. To be 
compensable, most jurisdictions require that an injury arise out of and in the course of employment. 

The issue of compensability rests upon a two-prong test, each of which must be considered separately: 
(1) “arising out of’ and (2) “in the course of’ employment. In most jurisdictions, both of these tests must 
be met, and generally, must each be met separately for an injury to be compensable. 

There is, however, a trend among some jurisdictions to accept only one test: “arising out of’ the 
employment”, on a stand-alone basis, even though the accidental injury may not have been sustained “in 
the course of” employment. Florida is one of those jurisdictions... 

“Arising Out Of”: Did the Employment Cause the Injury? 

Florida is “arising out of state for the determination of whether or not workers’ compensation is payable 
for a given injury. 

An injury arises out of the employment when the employment is the cause of the injury. In other words, 
the “arising out of' test is whether or not the employment was the cause of the injury, or whether or not 
the injury was caused by some circumstance of the employment. 

One way (although not always correct) to determine whether an occupational injury is compensable 
(compensable means “payable under workers’ compensation”) is to ask yourself, “would the employee 
have sustained an injury but for his employment?” If the answer is “No”, then the issue of compensability 
is relatively simple. 

“In the Course of” Employment 

The “in the course of” test refers not necessarily to the cause of an injury, but to when and where the 
employee was when it occurred, including the time, place and activities in which the employee was 
engaged when injured. 

While Florida law does not predicate the issue of compensability upon this test, many states do. What is 
most important is that adjusters recognize the fact that even though this test may not be the ultimate 
determining factor for compensability, the answers to this question can lead one to a more accurate 
determination of the “arising out of” question. Consider the following example: 

An example: An employee, Rick, reports getting assaulted by another employee while out having 
drinks on a Friday night after work. He has severe lacerations requiring numerous stitches, and a 
concussion that kept him in the hospital for three days. Would Rick’s injury be compensable? 

Answer: Under the “in the course of” test, this injury would not, at first blush, be compensable. 

However, further investigation might prove otherwise. What if you continued your investigation and 
found out the following: 
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Earlier that day the Rick, a supervisor, was working in the warehouse with his five subordinate 
employees. One of his subordinates, Mack, had always been a bit of a hot-head and after getting into 
an argument with and striking a fellow employee, Rick fired him on the spot. On the way out the door, 
Mack verbally threatened Rick with injury “when he least expected it”. 

Later that night Rick and a few of his subordinates were enjoying their after-work beers when Mack 
suddenly showed up. When Rick wasn’t looking, he hit Rick over the head with a beer bottle, 
knocking him out. Rick woke up in the hospital with a concussion. Are Rick’s injuries compensable? 

Answer: Even though the injury occurred away from work, the sole reason behind Rick’s injury was 
his supervisory actions earlier that day while at work. The incident “arose from” the employment, and 
“but for” that employment, Rick would not have fired Mack, and Mack would have had no reason to be 
angry at and strike Rick as he did. So, the injury can be said to have “arisen from the employment”, 
and thus it would be compensable. 

Making the Decision 

Determining the compensability of an injury is an affirmative obligation of the adjuster. It is NOT the intent 
of the workers’ compensation law that an injured employee be required to litigate compensability every 
time there is some doubt or question left unanswered, and as such, there is one cardinal rule that has 
existed throughout the decades, and still exists in virtually all jurisdictions, both state and federal: 

“All things being equal, the benefit of any doubt goes to the injured employee. ” 

Think of it in terms of the rule in Little League baseball: “Ties go to the runner.” 

Therefore, if an adjuster thinks a judge or court would ultimately award compensability, the claim should 
probably be accepted and benefits paid without delay. 

It is particularly helpful to understand some of the more common factual situations that have, over the 
years, given rise to compensability litigation, and to see how the courts have consistently ruled and why 
they ruled as they did. These rulings have formed the basis of numerous legal doctrines that are 
consistently followed today in almost all jurisdictions. 

More of these doctrines are discussed below: 

To and From Work: The Coming and Going Rule 

Generally, injuries are not compensable if sustained while going to and from work, no matter how close to 
the employer's premises the employee is when injured. Why not? The historical justification for this is 
that going to and from work is a common exposure faced by the public at large. There are, as usual, a 
few exceptions, such as: 

• Travel from one part of employer's premises to another or from one location to another (Think 
of how many people these days “telecommute” or work out of their homes. In this case, 
going to and from the “office” for meetings, to pick up supplies, or turn in work would be fall 
under this exception.) 

• Performing an errand for the employer on the way in to work or 
on the way home is part of your work, and any injuries suffered 
during this time would fall outside this rule. 

• Injuries suffered on the way home if required to work upon 
returning home. (*Note - Work taken home by an employee for 
his/her own convenience does not transform the commute home 
into a business trip.) 
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Premises Related Claims - The Threshold Doctrine 

An employer’s premises generally refers to the entire area occupied by the work space of the employer, 
including any other contiguous or adjacent areas owned or rented by the employer which the employee 
would have to traverse in order to get to or from his/her place of employment. In Florida, the employer’s 
premises include any areas “owned, rented, used, maintained or controlled by” the employer, such as 
parking lots adjacent to an employer’s premises, and lots where employees are required by the employer 
to park, even if not owned by the employer. This also includes parking lots, garages and walkways 
“connected to or associated with” the employer’s premises. 

*Note: A public parking lot available for use by the general public, but which is routinely used by 
employees of a certain employer, would riot be considered the employers premises unless the employer 
requires its employees to park there or exerts some form of control over the employees’ choice of where 
to park. Giving the employees “parking money” as part of their pay is not exerting control if the choice of 
where to park is left to the employee. 

Circumstances involving questions of whether or not an employee has entered onto or exited from the 
employer’s premises comprise what has historically become known as “The Threshold Doctrine”, and the 
question this doctrine addresses is “when does an employee cross “the threshold” of employment?” 

The Threshold Doctrine generally holds that once an employee enters onto the employer’s premises, or 
into a “work” environment, any accidental injury occurring while crossing that “threshold” to the 
employee’s ultimate place of work is compensable. Therefore, if an employee drives to work one 
morning, parks in the employer’s parking lot, and while walking to the front door trips over a parking 
bumper, the case would be considered compensable. 

So does this mean that any accidental injury that occurs on the employer’s premises is compensable? 
No! It is critical that adjusters learn a very important rule in workers’ compensation: Simply because an 
employee is “on the premises” is NOT enough to constitute compensability of an accident or injury. You 
must still go through the analysis of arising out of and in the course of employment. 

Consider the following examples: 

Case Study #1: An employee warehouse worker finished her shift and ran through rain to get to her car. 
She left the employer’s premises and then remembered that she forgot to clock out. She turned around, 
went back to the office, clocked out and then fell down steps while exiting the office building, severely 
injuring her leg. Would you think of this case as compensable? Why? Why not? 

Answer# 1: In this case, the claim would be compensable. Courts have consistently held that 
activities such as clocking in and out, getting paid, bringing in or picking up special tools or 
supplies, etc. are all activities of employment. The fact that the employee “forgot” to clock out 
and had to come back to do so after leaving is irrelevant. In fact, even though the employee had 
“left” employment status initially, once she returned to the employer’s premises to clock out, she 
re-entered employment status. She was on premises serving the employer’s interests. 

Case Study #2: An employee arrives at work one morning and parks in one of the outermost spaces of a 
strip mall parking lot where her employer is a tenant. As she walks across the lot toward her employer’s 
store, she inadvertently steps into a hole in the concrete and falls, scraping her knees and injuring her 
wrists. Is her claim compensable? Why or why not? 

Answer #2: The question is this...when did the employee leave the Coming and Going Doctrine 
and enter the Premises Doctrine? 

Under the Premises Doctrine, an employer’s premises is any area owned, rented, maintained, 
used, or otherwise controlled by the employer. The question is if the parking lot falls under any of 
those criteria. This single issue is the central focus of the adjuster’s compensability investigation. 


CCA Designation Course - Section II Casualty 


68 



Most “strip shopping centers” in today’s business world are owned by someone other than the 
tenants doing business there, and it is quite common that each tenant pay a pro-rata portion of 
the costs of maintenance of the property, including the parking lot, and if this is so, the “premises” 
criteria are clearly met. 

Clearly then, just like the first example, once the employee entered onto the employer’s premises, 
her case also came under the control of The Threshold Doctrine, and since she was crossing the 
threshold of employment, on her way to work, her claim would be compensable. 

Case Study #3: An employee works in a high-rise downtown building. She parks in a public parking lot, 
available to all and neither required or reimbursed by her employer. As she walks to her building down the 
city streets, she steps in standing water and slips and falls on the sidewalk while reaching for the 
employer’s door. Are her injuries compensable? 

Answer #3: Remember the Coming and Going Rule and the Threshold Doctrine. Inasmuch as 
she was still “on her way in to work”, was still on a public sidewalk subject to the same risks as 
the general public, and had not yet entered onto the employer’s premises, she is still subject to 
the Coming and Going Rule and her injuries are not compensable. 

Traveling Employees 

Traveling employees include occupations like salesmen, marketing representatives and management 
personnel with large territories, service personnel, delivery drivers, truckers - short or long haul, or any 
occupation where travel is a common part of the workday, or where travel is the job. 


Traditional W/C law provides these traveling employees with “door to door” 
coverage while serving the employer's interests, and injuries sustained are 
generally considered compensable as soon as they head for their first destination. 

One must still consider the “arising out of...” test. 

If travel includes overnight stays, employees are generally covered continuously 
for all reasonably expected activities while actively engaged in the duties of 
employment, including travel necessarily incident to performance of job 
responsibilities. 

While the law does not specifically define “duties of employment”, the courts follow the traditional rule that 
these duties include “eating at restaurants, sleeping in hotels, and engaging in reasonable relaxation 
activities” until they return home. 

Deviations from Employment 

Accidental injuries occurring during a deviation from employment are not compensable. “Deviation” 
includes leaving the employer’s premises unless expressly or [impliedly] approved by the employer and 
for at least partial business reasons, or in an emergency to save life, etc. However, the law is clear in all 
jurisdictions, including Florida, that deviations must be significant, and not just a momentary disruption in 
the work day. 

Personal Comfort Doctrine (Lunch, Coffee, Rest & Personal Comfort Breaks) 

Lunch, coffee, rest & personal comfort breaks are considered to be incidental to, and reasonably 
expected to occur as part of, the overall employment relationship. Injuries sustained while engaged in 
these "on premises" activities are almost always compensable. 


However, going "off premises" for lunch, or for purely personal errands, is not 
considered to be in the course and scope of employment, unless there is at least a 
partial business purpose to the trip, and then the event falls under the Dual Purpose 
Doctrine. Simply going on break, to breakfast, lunch, happy hour or dinner with a 
supervisor or member of management does not make an activity compensable unless 
there is a specific business purpose to the event, or a reasonable belief by the 
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employee that his/her attendance is required or for “business reasons”. 

The Personal Comfort Doctrine applies to traveling employees just as it does to employees while on 
premises, whether it involves a traveling executive or a deliveryman making his rounds. 

Recreational/Athletic Activities 

Employees sometimes get injured while attending company dinners, Christmas parties, and company 
softball games. An injury is generally considered compensable if the activity occurs on the employer’s 
premises and with the employer’s knowledge. Even if the employer does not necessarily condone the 
activity; its failure to expressly disallow it creates an appearance of approving the particular activity. An 
example of this would be a claimant sustains a knee injury playing basketball on company property during 
an afternoon break. The supervisor knew of, and occasionally participated in the afternoon games. 

However, injuries related to recreational activities away from the employer’s premises will not generally be 
considered compensable unless the employer requires or expects employee participation in, and derives 
benefit from, the activity. 

* Important Note: Florida’s statutory rule is much more conservative than the traditional doctrine. Florida 
follows the rule that recreational and social activities are not compensable unless they are 1) expressly 
required by the employer and 2) produce direct benefit to the employer. 


Intoxication/Druqs 

Injuries sustained due to intoxication or drugs are NOT compensable. 
However, in Florida one must prove that the intoxication or drug was the 
primary cause of the injury, not just incidental thereto. 


Horseplay 

Injuries arising from horseplay, even practical jokes, will be compensable if the employer knew of or 
tolerated the activity. Unless the horseplay becomes excessive or out of control, and unless the employer 
consistently applies a policy of intolerance for any kind of horseplay, most courts have traditionally viewed 
these activities are stress-relieving activities that usually benefit an employer in the long run. 

Fighting & Assaults 

The Aggressor Doctrine stands for the proposition that an “aggressor” is not protected by workers’ 
compensation. The victim is, however, usually protected. The difficulty usually lies in “who started it?” 

In cases of fighting or assault, it is absolutely critical to conduct a prompt and detailed field investigation, 
taking statements and tying down facts before they can be fabricated or forgotten. Identifying the 
assailant and victim early on is the key to providing benefits promptly to the one to whom they are due, 
and denying compensation coverage to the assailant. 

Self-inflicted Injuries & Suicide 

These are not generally compensable in any state, for any reason. 

The Benefits of Work Comp: Fundamental Concepts 

Once an injury is determined to be compensable, benefits should flow to the injured employee. They 
should be calculated accurately and delivered in a timely manner. There are some fundamental concepts 
you should understand about the various types of benefits that work comp provides: 

Compensation for Disability 

The sole purpose of disability benefits is to replace, on a temporary or permanent basis, a portion of the 
wages lost or loss of earning capacity suffered as a result of occupational injury. 

*Claim-Masters’ Note: It is important to understand that workers compensation does not provide, nor was 
it ever intended to provide, a life-long guarantee of work with same employer, the same occupation, or the 
same rate of pay. 
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Permanent Disability 

To have a permanent disability means that an individual will forever suffer some level of pain, suffering or 
disability. It can be very serious or extremely minor. A disability can be symptomatic (obvious, painful, 
inconvenient...felt by the individual) or “asymptomatic” (not evident or obvious, i.e., an individual may not 
even realize they have a disability). 

The question to answer about any permanent disability is, “What does the disability or impairment mean 
to the employee relative to his/her ability to engage in meaningful employment?” 

Return to Work/ Gainful Employment 

The goal of a workers’ compensation adjuster is to do whatever is necessary to help the injured worker 
get back to work. In a perfect world this would mean going back to work at the same job with the same 
employer. Unfortunately, this is not always possible, for many reasons. In those cases it is important to 
think of return to work as a “return to gainful employment”. 

Such an objective might include a different job with the same employer, the same job with a different 
employer, or a different job with a different employer. To be successful in helping an injured employee 
return to the workforce, you should make believe you are the employee. What kind of help would you 
need, or would you be looking for, if you stood in the injured employee’s shoes? 

Medical Benefits 

Treatment must be related to the occupational injury, necessary to cure or relieve the claimant’s condition 
or disability, reasonable in the amount given (i.e. the duration or “utilization” of treatment), and reasonable 
in the amount charged, and can last a lifetime. If the treatment meets these four criteria, it can be 
unlimited. Medical benefits can also include special nurses, attendant care and prosthetic devices (from 
artificial limbs to eyeglasses). In Florida all medical treatment must be pre-authorized by the employer or 
carrier, or the employee and physician risk non-payment. Pre-authorization is not required for emergency 
care. There is no waiting period for medical benefits. They are due when necessary. 

Medical Records & Reports 

Medical treatment and disability benefits are paid based on documentation of medical necessity or 
evidence of disability. This documentation comes in many forms and from many sources, such as 
medical reports submitted by the treating physician, status reports or medical records, conversations or 
discussions between the adjuster and doctor or nurse, and personal meetings with physicians...all of 
which may serve to support a diagnosis, treatment plan and prognosis. 

Even “lay testimony” or what you or someone else may hear, see or observe can be used to support the 
payment of benefits. For instance, it is not always critical that you have a “medical report” to substantiate 
the payment of benefits. If you observe, or verify, that the claimant has a broken leg, do you need a 
medical report to substantiate the fact that he may be off of work and due disability benefits? No. 

No matter what type of documentation or verification you rely upon, ongoing disability should be verified 
prior to the issuance of benefits. 

Compensation for Disability 

If an employee’s injury causes more than a specified number of missed days of work (7 days in Florida), 
the employee is entitled to receive disability benefits. Those benefits are described here: 

The Average Weekly Wage (AWW) 

Disability benefits are based on an Average Weekly Wage (typically called the “AWW”) that can be 
calculated any number of ways, and each jurisdiction has its own method. Most take the average of a 
pre-determined number of weeks prior to the industrial accident. Florida takes the average of the 13 
calendar weeks (91 days) prior to, but not including, the week of injury. 
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Example: An injured employee has worked as a computer programmer for the insured employer for two 
years. In the past 13 weeks (not including the week of injury) he has earned $9,764.00. The AWW 
calculation looks like this: 

$9,764.00/13 = $751.08 (AWW) 

But what if an employee hasn’t worked for the employer for 13 weeks? 

When a worker has not worked for the required number of weeks, other methods may be used, i.e., the 
weekly average of the actual wages the employee earned or wages from a similar employee. 

Example: The above injured employee has only worked for the insured employer for 7 weeks, and his 
total earnings for this time period is $5,540.00. The AWW calculation would look like this: 

$5,540.00/7 = $791.43 (AWW) 

The AWW will sometimes include the employer’s cost of fringe benefits (e.g., medical insurance, board, 
rent, etc.), but only if these benefits were provided to the employee prior to the injury, and were 
discontinued afterward. 

If an employee works a second or part-time job, those wages are referred to as “concurrent earnings”, 
and if the disabling injury causes the injured employee to lose wages from the 2 nd job as well, the average 
of those weekly ‘concurrent earnings” should be added to the AWW. Most important is that the AWW 
fairly reflects what the employee was earning, or would be earning if he/she were still capable of working. 

By the way, when calculating benefits, always round up! 

Temporary Total Disability (TTD) 

Temporary Total Disability means total “occupational” disability. In other words, the employee is totally 
[albeit temporarily] unable to return to the job they were doing at the time of injury, or a similar occupation. 

This does not mean the employee is bed-ridden, or totally incapacitated. Quite often an employer, or a 
well-meaning neighbor, may see the employee walking around, going to the store, or participating in 
certain physical activities that are relatively minor in nature or duration, but that doesn’t mean they are not 
temporarily totally disabled from a medical standpoint. Whether or not an employee can return to work at 
the same job or another occupation is a medical issue to be determined by a qualified physician. 

Sometimes, however, there are limitations on how long TTD payments are required by law, regardless of 
the nature of disability. In Florida, the law requires payment of only 104 weeks of temporary disability 
benefits, whether total or partial (covered below). 

Computation of Temporary Total Disability 

The weekly compensation rate for temporary total disability is calculated as 66 2/3% of the Average 
Weekly Wage, calculated by multiplying the AWW by a factor of .6667, subject to a maximum rate 
established by state law. 

Example: An injured employee’s Average Weekly Wage (AWW) is $751.08. The comp rate calculation 
looks like this: 

$751.08 x .6667 = $500.75per week 
Assume the A WW is $991.75 per week... 

$991.75 x .6667 = $661.20 
Remember ...round up! 
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Minimum/Maximum Benefit Rates 

All jurisdictions will have a minimum comp rate and a maximum. The minimum is usually set at a 
permanent figure. The maximum rate adjusts annually and changes on January 1 st of each year. 

Example: In the second example above, if the maximum comp rate for the accident year is $629.00, the 
comp rate would be $629.00 (Vs. $661.20). 

Catastrophic Temporary Total Disability 

Some jurisdictions may provide for an “increased benefit” during the initial period following a catastrophic 
injury. These benefits are payable for injuries such as the permanent loss of an arm, hand, leg or foot by 
amputation or paralysis, for total blindness, paraplegia or quadriplegia, or serious electrical shock or 
burns. 

In Florida the catastrophic injury rate is calculated as 80% of the AWW (subject, of course, to the State’s 
maximum comp rate for the year of injury). Only six (6) months of catastrophic TTD benefit are required 
by law. 

Temporary Partial Disability (TPD) 

The employee is able to return to some employment, but there are some restrictions or limitations on what 
the employee can do and how long the employee can do it. In other words, the employee can do most of 
his/her job, but not all of it. 

As indicated above, the law requires payment of only 104 weeks of temporary disability benefits, whether 
total or partial. 

Computation for Temporary Partial Disability 

Partial disability benefits are generally computed as a percentage of the difference between what the 
employee is currently earning (or able to earn) and what he/she was earning immediately prior to the 
injury. In Florida an employee is entitled to temporary partial disability benefits only if he/she returns to 
work making less than 80% of his/her AWW. 

Rehabilitation TTD (Training & Education) 

Some states provide for an extended period of TTD for the employee needs to be retrained or re¬ 
educated for placement in a different job or occupation. Florida law provides for up to 26 weeks of these 
benefits, and if necessary, an additional installment of 26 weeks if approved by a Judge. 

These benefits can, however, be paid voluntarily, if it makes financial sense, or in the long run can help 
the employee get back to work in some gainful capacity. Rehab TTD would fall within the 104 weeks of 
temporary disability benefits. 

When Benefits Are To Be Paid 

There are specific time limitations and due dates for benefit payments. If these payment dates are not 
met, not only does a carrier face penalties from the regulators, but the courts as well. 

• Waiting Period - Most states have a waiting period before entitlement to disability benefits kicks 
in. Florida’s waiting period is 7 [calendar] days of disability. 

• Date of 1 st Payment of Disability- The first payment of any disability benefit due shall be paid 
within fourteen (14) days of the start of disability. 

• Retroactive Period - After a specified number of days of disability, the employee is entitled to 
receive payment for the initial “waiting period”. Florida’s retroactive period is 21 days. After 21 
days of disability, the employee is to receive the first week (7 days) of disability compensation. 
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Permanent Disability [Impairment! Benefits 

If, after maximum medical improvement, an injury leaves an employee with a permanent disability, most 
jurisdictions provide some form of monetary award as compensation for that disability. The most common 
permanency benefit is derived from a “schedule” or number of weeks of disability benefit for each 
percentage of disability to the body member or the body as a whole. Florida’s permanency benefit is 
called an Impairment Benefit. This weekly benefit is equal to 75% of the injured employee’s weekly 
compensation rate. 

The number of benefit weeks the employee is entitled to depends upon the percentage (%) of residual 
disability (or impairment) to the body as a whole. The schedule is as follows: 

Percent (%) of Impairment # of Weeks of Impairment Benefit 

1 - 10% 2 weeks for each percentage point 

11-15% 3 weeks for each percentage point 

16 - 20% 4 weeks for each percentage point 

21% - up 6 weeks for each percentage point 

If the employee returns to work at equal to or greater than his pre-injury rate of pay, the benefit is reduced 
by 50%. 

Example: Assume an injured employee is awarded a 6% residual permanent impairment. Assuming the 
Average Weekly Wage is $450.00 and the Comp Rate is $300.00, the calculations are as follows: 

6%X2 weeks (per percentage point =12 weeks of Impairment Benefits 

12 weeks X $225.00 ($300.00 X 75%) = $2,700.00 

• if the employee cannot return to work, or returns to work at less than he was earning 
at the time of injury, he will receive the entire amount. 

• If the employee returns to work at equal to or greater than his pre-injury rate of pay, 
this Impairment Benefit is reduced by 50%>, resulting in a payment of $1,350.00 


Permanent Total Disability 

These benefits are intended for employees whose injuries have resulted in permanent disability that 
leaves them totally and permanently disabled from any type of gainful employment for the remainder of 
their natural life. 


In Florida, permanent total disability (PTD) can be compensated for an unlimited amount of time, 
depending on the date of accident and the date of acceptance of PTD status. However, one can be 
eligible for permanent total disability (PTD) benefits only if the accident results in “catastrophic” injury. 

You will learn what does or does not constitute a permanent injury later in your claim career. For now it is 
enough to know that this type of disability is serious and expensive. 


Death Benefits 

All states’ workers compensation laws provide for some form of death benefit, payable to dependents, 
and subject to a maximum limit based on the relationship. In Florida the maximum death benefit is 
$150,000. 


Funeral expenses are also part of the death benefit, but are subject to a limit of $7,500. 
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Boiler and Machinery • Crime • Surety 

In the next few pages we will summarize and highlight the nuances of Boiler and Machinery, Crime and 


Boiler and Machinery 

To summarize this section, the most important thing you need to know about Boiler 
and Machinery coverage is that it is a specialized type of insurance also known as 
“Equipment Breakdown Protection”. The policy provides 1 st party protection for a 
company’s heavy equipment (called “objects” by the policy) such as hot water and 
steam boilers, air conditioning and refrigeration equipment, generators and 
compressors, transformers and turbines, and other machinery. 

Protection is intended to cover breakdown due to “accident” such as explosion, electrical short circuit, 
overheating, burning, cracking, bulging, rupture, collapse or burn out...basically any type of reason 
for failure except age, wear and tear, deterioration, corrosion or like cause. 

Typical exclusions include loss due to war or nuclear hazard, windstorm, hail, freezing or other perils 
covered by a commercial property policy, loss to equipment while it is being tested, loss caused by 
earth movement, or loss due power failure. 

An important extension of coverage is known as Expediting Expenses. If repair to covered property 
requires urgent response to get things up and running immediately, expenses for doing so are 
covered, subject to a separate limit (usually $25,000) and deductible (usually $250). Typical 
expenses include overtime labor, long distance calls, air freight for bringing in new equipment, etc. 
B&M coverage has all of the typical policy conditions. One that is rather unique to the policy and to 
the industry is called the Suspension Condition, which provides that if a company representative (i.e. 
safety inspector), upon inspection of premises, finds that any of the major equipment are in, or 
exposed to, a dangerous condition or deficiency, the company can immediately suspend coverage for 
loss to that object. 

All the company needs to do is provide written notice of suspension to the insured’s last known 
address or where the equipment is located. If the safety inspector or engineer has suspension forms 
with him, he could immediately write up such a notice and hand it to the insured on the spot, thereby 
immediately suspending coverage until any such dangerous conditions or deficiencies are corrected. 

Crime and Employee Dishonesty 

The Commercial Crime and Employee Dishonesty policy is intended to cover 
that which the typical Commercial Property “All Risk” policy does NOT cover, 
i.e. money, securities, jewelry and precious metals and other valuable items 
that thieves (and employees) will often steal. The exposures addressed by this 
coverage are: 

• Employee Theft 

• Forgery or Alteration 

• Inside the Premises - Theft of Money and Securities 

• Inside the Premises - Robbery or Safe Burglary of Other Property 

• Outside the Premises 

• Comp uter Fraud 

• Money Orders and Counterfeit Paper Currency 
Some of the most important items to remember are: 

Theft is defined as “the unlawful taking of money...or other property...” and it includes “theft, 
disappearance and destruction.” 



Surety coverage. 
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Employee Theft or Dishonesty can be written as: 


• Scheduled Persons (one or more individual employees); 

• Scheduled Positions (one or more positions); 

• Blanket Coverage (coverage over all employees and positions.. .best for a company with high 
turnover). 

If any of the exposures listed above are caused by an employee, coverage will be found under, and in 
accordance with, the Employee Theft or Dishonesty insuring agreement. 

Extortion is not covered. All of the Crime and Employee Dishonesty coverages exclude losses arising 
from extortion, blackmail or ransom unless specifically endorsed with an Extortion endorsement. 

Robbery is considered the theft of money from inside the premises (with no sign of forced entry into 
the premises from outside). “Burglary” requires evidence of forced entry (i.e. a broken window, 
scratches on a lock indicating it was picked, a broken doorjamb, etc.) 

An example of Computer Fraud is an employee who hacks into the employer’s bank account and 
transfers money to an unnamed but numbered account in an offshore bank account. 

The two possible triggers of coverage for crime or employee dishonesty coverage are “discovery” or 
“loss sustained”. The Discovery trigger provides that coverage is afforded if the loss is discovered 
within the applicable policy period, regardless of when it actually occurred.. .even if years before. The 
Loss Sustained trigger provides coverage only if the loss occurred and was discovered during the 
policy period. Money is valued at its face value. Securities are valued as of the date of discovery of 
the loss. 

Surety and Contract Bonds 

Suretyship and surety bonds can be a complicated subject. We’ll try to simplify it here. 

A surety is one who guarantees that one party (the principal) will fulfill an obligation to another (the 
obligee). Sometimes a surety may require an indemnitor before it will agree to bond the principal. 

The surety’s requirement of this 4" 1 party is similar to a bank that requires that someone co-sign a 
loan. The indemnitor is the “co-signor” of the principal’s financial obligation. 

The major differences between insurance and suretyship are: 

1. Insurance is a two-party contract; suretyship is a three-party agreement, and sometimes a 
four-party agreement (when an indemnitor is involved); 

2. Insurance companies have no right of recourse against one of its insureds who causes a 
loss; a surety who has to pay because of the default of another whose performance it has 
guaranteed does have resource against the party who has defaulted (called “salvage”); 

3. Insurance policies can be cancelled; surety bonds are noncancelable. 

Bond claim handling is a complex art, requiring a significant amount of knowledge of both coverage 
and finance. At this entry-level point of your career, only a rudimentary knowledge of the subject is 
required. Some issues you should remember are found in the following practice quiz questions: 

Summary and Conclusion 

This covers the basics of Casualty insurance claims handling. Now we’ll turn our focus to the Property, 
Marine and Physical Damage/Mechanical Breakdown lines of business. 
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Property & Casualty 
Claims Professionals 


Property Adjusting 


Section III introdu ces yo u to the world of Prope rty 
Adjusting and continues with an emphasis on the “art” 
of adjusting and the differen ces involved in handlin g 
property claims vs. liability claims. You will learn many 
of the claim scenarios common to, an d how to h andle 
the claims that arise under Homeowners, Commercial, 
and B usiness Owners P ackage p olicies, a s well as 
Inland and Ocean Marine coverages. 
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Property & Casualty 
Claims Professionals 


Property Adjusting 


Property losses continue to figure predominantly in the news, from cases of mild property damage caused 
by wind, hail and other types of inclement weather to vandalism, accidents, natural disasters and 
catastrophes. While it is not uncommon to see the immediate effects of loss, the aftermath is less visible, 
including the insurance industry’s response through property adjusters trained in the art of investigating, 
assessment of loss, and evaluation of repair and replacement alternatives. 

Property loss adjusting is one of the most demanding, and yet one of the most 
gratifying, careers in the property and casualty insurance industry, and 
property adjusters must possess an extremely detailed understanding of 
property coverages, a significant body of knowledge in property values, costs 
and methods of repair, and a working knowledge of accounting and 
construction methods and materials. 

Property adjusting presents a wide variety of job and career opportunities across Florida and the nation. 

In this section we’ll spend most of our time learning about the following lines of property insurance: 

• Dwelling and Homeowners Property 

• Comm ercial Property 

• Inland and Ocean Marine 

Across Florida there are numerous large claims departments handling these lines of business, as well as 
small and mid-size claims employers where a newly licensed adjuster has an opportunity to enter the 
claims profession. 

Following our review of these lines of business we’ll briefly cover some of the less common and more 
complex specialty lines of: 

• Farm 

• Flood 

In the first part of Section III we’ll briefly discuss the slight difference in the art of property loss adjusting 
vs. casualty adjusting. While they are virtually identical from a high level perspective, the actual adjusting 
steps and the focus of your attention will differ. After we’ve covered these issues, we’ll move into a 
discussion of the various property coverages and claim scenarios you will encounter. 



THE ART OF PROPERTY ADJUSTING 
To Think Like an Adjuster 

A property adjuster will always follow the same basic process in handling a claim. Regardless of the type 
of loss or the coverage involved in the loss, those steps should be: 

1. Acknowledging receipt of the claim and initiating contact with the Insured 

2. Securing appropriate coverage and policy information 

3. Determining the cause and extent of loss to the Insured’s property 

4. Verifying coverage for loss 

5. Evaluating the amount of loss payment 

6. Concluding the adjustment 

But this series of steps is not just a process. It is a consistent way of thinking your way through a claim. 
Look at this thought-process another way: 
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The order of the steps to investigating and handling may sometimes change.. .even if only slightly.. .and 
they may frequently overlap, depending on the simplicity or complexity of the claim or extent of damage, 
but the order of thought in your approach to the claim should never change ! For instance: 

• A review of the notice of claim may indicate that a lightning struck your Insured’s home and 
burned out numerous electrical and computer devices. You may immediately recognize the 
policy as affording coverage, and in your initial telephone contact with the Insured you 
discuss the facts surrounding the loss, the acceptance of coverage, and advise them of their 
responsibilities. You would then collecting information on the valuation of the loss. 

• In cases of major storm or fire damage, you might contact the insured first and make an 
appointment for the inspection and then secure the policy and coverage form for further 
review on the way out the door for site inspection and damage appraisal. Your comparison of 
investigative findings with the Insured’s coverage and policy information may be completed 
immediately while on site, or may require a more extensive analysis later. The estimating 
process many then take several hours, days or weeks. 


The complexity of the claim may dictate the amount of time you spend on your investigation, but 
again... your order of thought in evaluating and handling the claim should never change ! 
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The rule in Property Adjusting differs (but only slightly) from other forms of adjusting. 


During the “Investigation” phase, the adjuster inspects the damaged property to determine what [peril] 
caused the loss and determines the scope (i.e. the extent) of the damage caused by the covered peril. 
These are the primary, and most critical, components of any property investigation. 

In the Evaluation phase, the adjuster determines whether or not the peril that caused the loss was a 
“covered peril”. In this phase of claims handling, the adjuster also completes an appraisal or estimate of 
damage to determine the value of the loss. 

Once you have determined that the loss was caused by a covered peril and the value of the loss, 
payment should be promptly completed and with a clear explanation of the payment. Even more 
importantly, should you decide that coverage is not afforded or is excluded or limited, a discussion should 
be promptly initiated with the Insured to advise them of the final decision and the rationale for that 
decision. Then that decision must be put in writing ! 

Finally...no claim is complete until it is administratively closed. 

Competent adjusters will think their way through their claims, calmly gathering information and 
researching the correct coverage forms, thoroughly evaluating the Insured’s liability or claim, and making 
fair and appropriate payments to resolve claims quickly and to the satisfaction of both Insured and 
Insurer. 

The difference lies not in what you know.. .but in what you do and how well you do it. 

So remember! Contact, Investigate, Evaluate, Dispose and Close... 

Contact, Investigate, Evaluate, Dispose and Close... 

Contact, Investigate, Evaluate, Dispose and Close... 

Now we’re going to move into further examination of property coverages as outlined in the beginning of 
this Section. We’ll start by briefly going over the Basic Property Adjusting Calculations, and then we’ll 
move into a discussion of the difference between Dwelling policies and Homeowners coverages. 


THE BASIC PROPERTY ADJUSTING CALCULATION 

The basic adjustment calculation for any first-party claim, whether property, automobile physical damage, 
or even PIP/No-Fault is as follows: 

$$ Amount of Loss - Deductible = Loss Payment 

This calculation is used separately for each type of coverage. In other words, for loss to the physical 
dwelling, including other structures, you would use this calculation. 

If there were additional losses under separate coverages, i.e. Loss of Use, Personal Property, etc., you 
would do separate calculations using this same basic formula. 

*Note : The formula can get more complicated when you factor in such issues as coinsurance, valued 
policy issues, and commercial policies, but generally in residential property claims practice , always 
remember, and start with, this basic rule. 

Here are some examples: 
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Example #1 : 


Assume Mary’s house suffers a $10,000 fire loss, and her deductible is $1,000 per 
occurrence. 

The calculation goes like this: 

Total $$ Amount of Loss: $10,000 

<Less Deductible:*: - 1,000 

= Total Payment: $ 9,000 

Policy Limit Considerations 

*The amount of payable loss, however, is subject to the policy limit. If Mary’s policy limit for loss to her 
home was $25,000, there would be no problem. The loss would be paid in its entirety. However, if 
Mary’s policy limit was $7,500, then the [after deductible] loss would exceed, and be limited to, the policy 
limit. In this case, Mary would only receive $7,500. 

Assume a more practical and a little bit more complicated example: 


Example #2 : Assume a summer thunderstorm damages a homeowner’s roof, causing damage to 

shingles and the interior ceiling. The repair estimate totals $7,850. The homeowner has 
a $100,000 policy and a $500 deductible. How much would you pay? 

Total $$ Amount of Loss: $7,850 

<Less Deductible:*: - 500 

= Total Payment: $7,350 

Remember this basic adjustment calculation formula for covered losses: 

Loss - Deductible = Payment (subject only to policy limits, coinsurance, etc.) 


This is the starting point for adjustment of ALL first party insurance losses. 

Now let’s move on to a discussion of the two basic types of residential coverages: Dwelling and 
Homeowners. 


DWELLING PROGRAMS 

In summary, many people do not need all of the coverages provided in a 
homeowner's policy. For those individuals, the dwelling fire policy provides basic 
property protection for homeowners and individuals who own rental homes. The 
dwelling policy does not automatically include liability coverage or medical payments 
coverage. These coverages must be added by endorsement. 

Dwelling coverages are for individuals and companies seeking only to protect their 
interest in the property. Typical applications are for individuals seeking to purchase 
fire and property protection for low valued properties, rental properties, company-held 
apartments, condos and dwellings used by its employees, etc. 

Dwelling Protection 

The dwelling policy protects the building that rests on the residence premises, such as where the 
named insured resides. It may even be used to cover a guest house or garage apartment rented to 
another person. Other coverages include: 

• Other Structures'. Other structures on the premises that are set apart from the dwelling by 
clear space (e.g. a garage or storage shed) are covered, subject to a specified policy limit. 
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• Personal Property Protection: Personal property that is usual or incidental to the occupancy 
of the residence premises as a dwelling and that is owned or used by an insured is covered, 
subject to a specified policy limit. 

Personal property includes items such as furniture, electronics, lawn equipment, and 
appliances...but does not include money, securities, animals, automobiles, and items that are 
not considered essential to the use of the dwelling. 

• Loss of Use: One of the most valuable coverages, particularly in the event of major damage 
or catastrophe, is the Additional Living Expense coverage (or, in the event of a rental 
dwelling, Fair Rental Value coverage). 

This coverage provides payment for the necessary increase in living expenses incurred by an 
insured if the home becomes uninhabitable due to a covered loss. 

Fair Rental Value coverage became very useful on the Mississippi Gulf Coast after Hurricane 
Katrina. A significant number of individuals owned rental property that was damaged by both 
high winds and flood. For those dwellings damaged by the insured peril of wind, the insureds 
were able to recover not only the cost of repairs, but also lost rental income for the period of 
time necessary for repairs to be completed. 

Dwelling Coverage Exclusions 

The dwelling exclusions are the same as those in a Homeowner’s policy and as listed in the Adjuster’s 
Study Manual, e.g. earthquake, flood, loss of power off premises, neglect, war, nuclear hazard, intentional 
loss, etc. 

Dwelling Coverage Forms 

Remember the three basic types of dwelling policies, or coverage forms. The primary difference in these 
coverage forms relates to the perils, or causes of loss, insured against. DP-1 is no longer used, leaving: 

• DP-2 Broad Form - starts where the Basic form left off and adds an entire smorgasbord of 
other perils. The Broad form does provide coverage for trees, shrubs and plants. 

• DP-3 Special Form - is an “open-risk” policy, very much like the “all-risk” homeowners 
policy. All risks of direct physical loss are covered unless excluded. 

Dwelling Conclusion 

Dwelling policies provide property insurance only. The most important rule in handling any dwelling (or 
homeowners, commercial or package policy) is to get a copy of the policy and read it! Remember the 
thinking process: 

1) Look at claim and develop a first impression of the type of loss. 

2) Secure the appropriate coverage and policy forms. 

3) Investigate the facts. Determine exactly what caused the loss (i.e. the involved peril). 

4) Appraise the extent of the loss. 

5) Evaluate coverage and loss valuation 

6) Make your decision. 

This order of thought...superimposed on a consistent, step-by-step approach to property claims 
investigation and handling...will ensure fairness, accuracy and effectiveness in every claim you handle. 
Imagine now if you were to take the Dwelling policy and add a host of other coverages like Liability, 
Medical Payments, etc. You would have a Homeowner’s policy. That is where we will focus our attention 
next. 
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HOMEOWNERS INSURANCE 


Property Protection 

A Homeowners policy is actually a package policy that combines property, 
personal liability and a form of “gratuitous” insurance for injuries on the 
insured premises (Medical Payments) into one product. 

As discussed in Section I - Introduction to Claims, the Homeowners policy 
comes in several forms. While there are six basic coverage forms, the four 
most common that you will come in contact with in the early stages of your 
career are: 

• HO-2 Broad Form 

• HO-3 Special “All Risk” Form 

• HO-4 Renters Coverage (Contents Only) 

• HO-6 Con do “Unit-Owners” Coverage 

Most Homeowners policies sold today are of the HO-3 “All Risk” variety. This policy provides the 
broadest coverage on the market today and is the most widely used. As such, this is the policy to which 
we will refer in the claim scenarios that follow. 

A review of the various Homeowners policy coverages is described in Section I. Just remember...there’s 
NO NEED TO MEMORIZE POLICIES! It is much better if you read the material and work hard to 
understand it... 

To be proficient in the handling of property claims, it is not necessary to fully memorize policies and all 
that they have to offer. It is more important that you learn the basic parts of the policy, their current and 
historical interpretation, the intent behind them, and where to locate them. Always obtain a copy of the 
policy and refer to it ! Only then can you be absolutely certain in your decision... 



Adjuster Tip: 

Adjusters who regularly handle the same type of claim tend to rely on memory for coverage analysis. 
However, a better approach is to use a systematic method for coverage analysis and claim decision¬ 
making, and use it on every loss. Misapplying coverage based on memory is possible. Moreover, if a 
property adjuster has to testify in court as to how he or she conducted a coverage analysis, it is far 
better to say that the policy form was carefully and systematically reviewed than to say that he or she 
merely relied on memory. 


For Whom is Homeowners Insurance Intended? 

Homeowners insurance is designed for the personal, non-business risk. Typical purchasers of 
Homeowners insurance are: 

• Owner-occupants of 1-4 family dwellings; 

• Renters who maintain residential occupancy in any type of building; 

• Condominium unit owners and cooperative apartment occupants. 

Occupancy is limited to private residential purposes only, except that an Insured is permitted up to two (2) 
roomers or boarders per family occupancy, and incidental non-dwelling (office, studio, or professional) 
occupancy. A Homeowners policy may be issued to cover a dwelling under construction, and some 
companies use the Homeowners policy with a special endorsement to cover mobile homes. 
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Insureds under an HO policy include the person named in the policy, the residing spouse and relatives of 
either, and anyone under the age of 21 in the care of such person. Students away at school, if related to 
the named insured, under the age of 24 and enrolled as a full time student are also insured. 

What Does a Homeowner’s Policy Look Like? 

A Homeowner’s policy consists of: 

• The Declarations page 

• One of 6 Homeowners forms 

• Mandatory and optional endorsements 

You can refer to the sample ISO Homeowners HO-3 policy by clicking on this link in the online licensing 
course: Sample Homeowners (HO-3) Policy . * Caution : This is a standard ISO (Insurance Services 
Office) homeowner’s form. Policies differ among carriers and from state to state. Again, when called to 
adjust a homeowner’s claim, NEVER ASSUME coverage, or that you know it. Get the actual policy, or a 
copy of the policy form that comes with the policy, and review it ! 

Coverage Forms 

The six different Homeowners forms, most frequently referred to by number, are: 

• HO-2 - Broad Form 

• HO-3 - Special Form 

• HO-4 - Contents Broad Form (Apartment Renters Insurance) 

• HO-5 - Comprehensive Form 

• HO-6 - Condo Unit Owners Form 

• HO-8 - Modified Coverage Form 

Forms HO-2, HO-3, HO-5 and HO-8 apply only for owner-occupants of 1-4 family dwellings. Each form 
has two main divisions: Section I - Property and Section II - Liability. Section II (Liability) is identical in all 
forms. 

The differences lie in the perils covered in Section I. 

Property Insurance Coverages 

There are only three types of property: 

1. Real property (land and buildings attached thereto) 

2. Personal property (furniture, electronics, clothing, etc., also referred to as “Contents”) 

3. Possession (the value of use, or alternatively, the loss of use of property, real or personal) 

A standard Homeowners policy includes the following coverages: 

Coverage A - Dwelling 

As in the Dwelling form, this covers the dwelling building and attached structures. Coverage is also 
provided for construction materials and supplies on or adjacent to the premises. 

• Example : You are building a 10 x 20 storage shed in the back yard for your new boat, lawn 
equipment and tools, and all that “junk” you’ve accumulated over the past 10 years. Lumber, 
roofing materials and other building supplies are stacked in your back yard under sheets of 
visqueen (plastic covering) to keep it ail dry. A storm moves in and a twister touches down on 
your house and the back yard, scattering and damaging all of the materials you’ve stored there, 
and destroys the 4-walled structure you’ve just started. Coverage A will protect you from the loss 
to your home and include the loss of the building materials kept in the back yard. 


CCA Designation Course - Section III Property 


83 









Coverage A does not appear in the HO-4 policy, because this is a “renters” policy, and the building 
structures are never covered under that form. 

Coverage B - Other Structures 

Other structures include private structures on the residence premises that are not attached to the main 
dwelling, such as a detached garage, guest house, fence, tennis court or storage shed or building. As 
expected, Coverage B does not appear in the HO-4 (renters) or HO-6 (condo unit-owners) policies as 
these policies do not cover the building structures. 

Coverage C - Personal Property (aka “Contents”) 

Personal property is covered wherever it is located as long as it is owned or used by “an insured”. 
Additionally, an insured has the option of giving the benefit of coverage to property owned by others while 
the property is located at any residence occupied by the insured. Property of a guest or a resident 
employee (housekeeper) is covered while at any residence occupied by an insured. 

• Example : Your insured owns and occupies a rather large 4,000 sguare foot, 5-bedroom home, 
and also has a 1,500 square foot guest house in the !4 acre rear yard where his mother-in-law 
and their housekeeper of 20 years live. During the Christmas holidays your insured takes the 
family, the mother-in-law and the housekeeper on a 2-week Christmas/Ski vacation at 
Breckenridge Ski Resort. 

While there, someone breaks in to their rooms and steals the kids X-Box and games and jewelry 
that the ladies had brought with them. While they were gone, thieves also ransacked the home 
and guest house, stealing silver, jewelry, electronic eguipment and other valuables from both 
locations, and from the insured, the mother-in-law and the housekeeper. 

Covered? You bet...under Coverage C. There will, however, be some limitations on certain 
items (e.g. jewelry, silverware, etc.) which will be discussed later. 

Unfortunately, some personal property is not covered at all, and is excluded by the policy. Certain types 
of personal property are not insured, including: 

- Articles separately insured under other coverage forms; 

- Animals, birds and fish; 

Motor vehicles (unless used to service the premises or assist the handicapped); 

- Tape decks, CB radios, etc. powered by the operation of a vehicle and while the 
eguipment is located in the vehicle; 

- Aircraft and parts (except model or hobby aircraft ARE covered); 

Property of roomers, boarders or other tenants, unless they are related to the insured; 

Property in an apartment regularly rented or available for rent to others; 

Property rented or held for rental to others and located away from the residence 
premises; 

Business data, whether contained in books, paper records or electronic software media). 

Limitations also apply to certain classes of personal property that are covered under the HO-3. Some of 
the most important include, but are not limited to (i.e. read the policy): 

- $200 per occurrence for money, precious metals, stored value or smart cards (so keep your 
cash with you!); 

- $1,500 for securities or other similar property; 

- $1,500 for trailers not used with watercraft; 

- $1,500 for loss by theft of jewelry, watches, furs or precious and semiprecious stones; 

- $2,500 for the loss by theft of silverware, goldware or pewterware; 

- $2,500 for loss by theft of firearms and related eguipment; 

- $2,500 for business personal property (used primarily for business purposes) on the 
residence premises ($500 if the business property is away from the residence premises); 
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- $1,500 for electronics (cell phones, stereos, computers, etc.) that are in a motor vehicle at the 
time of the loss and is equipped for operation under vehicle power as well as its own (AC or 
battery) power; 

- $1,500 for the electronics listed immediately above if not in a motor vehicle at the time of 
loss, is away from the residence premises, and is used primarily for business purposes (i.e. 
this would include your business laptop computer). 

*Note : Be sure to read the limitations carefully! If the loss of jewelry, firearms, silverware, (or 
any other property where loss “by theft ” is limited) is from fire, hurricane, etc., this limitation 
may not apply. 

Coverage D - Loss of Use (aka “Additional Living Expense or ALE”) 

This coverage pays for the increase of living expenses over and above normal living expenses caused by 
the inability to live in your home and the necessity of living at a temporary location. This coverage may 
also be referred to as “Time Element” in a commercial sense (loss of business profits due to the inability 
to proceed with business due to loss). 

Loss of Use, or ALE, is only due if the increased expense is a result of damage from a covered peril that 
makes the residence unfit for occupancy. 

Loss of Use (ALE) is actually one of the most valuable of coverages under the HO-3, or any Homeowners 
policy, particularly in the event of major damage or catastrophe. This “Additional Living Expense” 
coverage (or, in the event that you or the insured rents out all or part of the Insured premises, “Fair Rental 
Value” coverage) provides payment for the necessary increase in living expenses, or lost rents, incurred 
by an insured if the home becomes uninhabitable due to a covered loss . 

*Note : As noted previously, Fair Rental Value coverage became very useful on the Mississippi 
Gulf Coast after Hurricane Katrina. A significant number of individuals owned rental property that 
was damaged by both high winds and flood. For those dwellings damaged by the insured peril of 
wind, the insureds were able to recover not only the cost of repairs, but also lost rental income for 
the period of time necessary for repairs to be completed. 

You will have an opportunity to consider this coverage in a loss situation included in the quiz that follows 
later. 

Additional Coverages 

There are a few areas included within the policy’s “Additional Coverages” that typically cause problems 
for new or inexperienced adjusters. They are particularly sensitive areas during times of catastrophic loss 
(i.e. hurricanes, tornados, fires, etc.) and can cause unnecessary controversy if not properly understood 
and explained. They are: 

• Debris Removal 

• Additional 5% Debris Removal Coverage 

• Trees, Shrubs and Other Plants or Lawns 

• Reasonable Repairs 

• Fire Department Service Charge 

On the following pages we’ll go over the dynamics of these coverage, including some of the more 
sensitive areas that you should watch for: 
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Debris Removal 

The cost to demolish and remove debris is often included in a 
contractor’s estimate of repair, and paid as part of the building and or 
contents loss. However, sometimes damage is so extensive that the 
policy limits aren’t enough to cover both, or the circumstances giving rise 
to the debris removal claim are not what the policy intended and thus not 
covered. This can be confusing to both adjuster and insured, giving rise 
to dissatisfaction and distrust on the part of the policyholder. 


The following are important conditions applying to any claim for debris removal: 

• Removal of Covered Property Only: Coverage for debris removal applies only to debris from 
covered property damaged by an insured peril. These costs are included within the basic 
coverage limit. Debris removal does not cover the removal of debris from others’ homes, the 
neighborhood, or the surrounding area. For example: 

If a hurricane blows limbs, building materials, cars, swing-sets, or other types of 
debris onto your property, the cost of removing this debris is not covered by the 
policy unless the debris damaged covered property (i.e. a tree that fell on your roof or 
a branch through a window) and must be removed in order to effect repairs. 

• Additional Coverage Available: When policy limits are reached or exceeded for any of the 
coverages and extra money is needed to remove the covered debris, an additional 5 percent 
is available for each coverage. This additional coverage can be used to remove from the 
Insured premises a neighbor’s tree that was felled by a covered peril, but only if. 

- The tree(s) damage a covered structure; 

- The tree(s) block ingress and/or egress from the residence premises (i.e. if your or 
your neighbor’s tree falls across your driveway, blocking your way in and out of the 
residence premises; or, 

- The tree(s) block a ramp or fixture used by a handicapped person to enter/exit the 
insured premises. 

This additional coverage provides an additional $1,000 of coverage for all debris removal under 
this category, and a maximum of $500 for any one tree. 



Adjuster Tip: 


Tree removal can be a hotly contested issue. If a tree has fallen on the covered dwelling or another 
structure and has caused damage, then it must be removed so that any damage can be repaired. 

Some insurers include the removal cost as part of the cost of repairing the damaged structure. Other 
insurers apply a more strict policy interpretation and cover the tree-removal costs under this 
additional coverage. 


V 


Trees, Shrubs and Other Plants or Lawns 

Many policyholders do not realize that landscaping is not considered part of the structure, nor is it 
considered personal property. It is not covered by the policy except for a small amount of additional 
coverage, i.e. 5 percent of the dwelling limit for all trees and plants, and only for limited perils. There is a 
$500 per-tree or per-plant limit. 
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Adjuster Tip: 

Sometimes this limit can be effectively coordinated with other available coverages and limits. If a 
particular tree is lost because it damaged the insured dwelling and must be removed, be sure to 
include the removal of this tree under the dwelling limit, leaving more of the 5% additional coverage 
for trees, shrubs, plants, etc. for other items. *Note: Grinding the stump of a tree that fell across and 
damaged the residence premises is not part of debris removal. 

V___ J 


Fire Department Service Charge 

An important additional coverage is reimbursement for any service charge levied by a fire department for 
responding to a fire. This is important, as most homeowner’s don’t think about the expense incurred 
when the fire truck arrives to put the fire out. The typical homeowner’s policy will reimburse its Insured for 
this expense up to a limit of $500. 

Reasonable Repairs Provision 

Much of the anxiety a policyholder feels while waiting for an adjuster to call is due to the concern that their 
property may incur further damage and their desire to begin repairs or protect their property. 

Unfortunately, most policyholders do not know that the policy has a provision intended to address that 
very issue. 

It is in the best interest of all parties that the insured take necessary steps to prevent further damage after 
a loss, even if the adjuster has not yet inspected the loss and authorized the temporary repairs. While 
most policyholders are not aware of it, policy conditions actually require that an insured take appropriate 
action to protect covered property and make reasonable repairs to prevent further loss. The adjuster will 
pay for these repairs as long as the damage was caused by a covered peril and costs are “reasonable”. 
The costs of these “reasonable repairs” are included within the base policy limit. 

On the initial contact an adjuster can do much to calm the fears and anxiety an insured may be feeling by 
letting them know that it is okay to begin reasonable repair efforts while you are making your way to them 
or until you can get someone out to inspect the damage. In fact, giving the insured “an assignment” such 
as boarding up broken windows, covering holes in the roof with plastic, or making a list of damaged or 
lost contents helps them by taking their minds off their worry; it also helps you by giving you time to begin 
your investigation. 

Perils Insured Against 

A “peril” is another word for a “potential cause of loss”. It is the involved peril, or cause of loss, that is the 
initial focus of any property claim investigation. A loss may be caused by one single peril, or a 
combination of perils. 

When a loss is caused by a combination of perils, some may be covered and some may not. A perfect, 
and timely, example of this is a loss caused by the combined perils of wind and flood. Losses like these 
can become difficult to handle for a number of reasons: 

• Identifying the property that was damaged by each peril (often a difficult task, especially when 
nothing is left but a mass of debris, or less); 

• Policy limitations that may state that if a loss is, in part, caused by an uncovered peril, the entire 
loss is not covered (this is rare, but it does occur); 

• Regulatory interests that insist that all “covered” losses by paid. 

When two or perils combine to cause a loss, sifting through the damage to determine how much damage 
was caused by each peril can be extremely mind-boggling and difficult, if not impossible. Add to this the 
conflicts of interest if one of the perils is not covered by the policy (i.e. flood) and there is no other 
insurance available. The insured, the insured’s representative, and even some sympathetic adjusters, 
may be inclined to interpret the facts and evidence of loss in the light of the covered peril in order to 
maximize the financial settlement. One must resist this urge and do what is right. 
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Conversely, simply because a loss is caused by both covered and uncovered perils does NOT eliminate 
coverage simply because of the involvement of an uncovered peril. For instance, just because both wind 
(typically a covered peril) and flood (an excluded peril) combine to cause a loss, the involvement of 
flooding as a partial cause of loss does NOT invalidate the coverage for wind damage. 

The ethical dilemmas this presents, and the legitimate ways to handle such situations, are the subject of 
another course. 

The HO-3 coverage form is the most common coverage form sold with homeowner’s policies today as it 
expands covered perils well beyond its lesser kin, the HO-2, to a form of “All Risks” coverage. For this 
reason our primary focus in this course will be on the HO-3 form. It is most important to understand, 
however, that identifying the pertinent coverage form is one of the most critical responsibilities of an 
adjuster. You must identify the coverage form, secure a copy of it, and read it! NEVER assume you 
know it cold. 

To appreciate the scope of coverage provided by the HO-3 (All Risks form), we’ll first touch on the perils 
covered by the HO-2 (Broad Form). 

HO-2: Broad Form Perils 

The HO-2 covers “named perils”, many of which are subject to certain limitations. These “named perils” 
include: 

Fire; lightning; windstorm, hail; explosion, riot or civil commotion; aircraft, vehicles, smoke; 
vandalism or malicious mischief; theft; falling objects; weight of ice, snow or sleet; accidental 
discharge or overflow of water or steam from within a plumbing, heating, air conditioning or 
sprinkler system or household appliance; sudden and accidental tearing apart, cracking, burning 
or bulging of a steam or hot water heating, air conditioning or sprinkler system or water heating 
appliance; freezing of a plumbing, heating, air conditioning, sprinkler system or household 
appliance; sudden and accidental damage from artificially generated electrical current; volcanic 
eruption. Also, a Florida amendatory endorsement, which must be offered to every insured, adds 
the peril of sinkhole collapse to the HO-2 coverage form. 

Sounds pretty exhaustive, doesn’t it? Unfortunately, it leaves a lot to be desired. For a very common and 
practical example, on the next page we’ll look at one of the most glaring gaps in coverage for the peril of 
Theft... 

HO-2 Limitations 

One the most glaring limitations that applies to HO-2 Broad Form perils include: 

• T heft - While the policy insures against attempted theft and “loss of property from a known 
place when it is likely that the property has been stolen”, it does not cover mysterious 
disappearance. It also excludes theft committed by an insured, theft at construction sites, 
and theft from that part of a residence rented to others. Theft of property at a secondary 
residence applies only while the insured is temporarily residing there. Watercraft and related 
equipment, trailers and campers are not covered away from the residence premises. And 
property at student insured’s quarters is not covered if the quarters are left unoccupied for 60 
days immediately preceding a loss. So... 

Personal property (i.e. your jewelry) that “disappears” while you are in a hotel on 
vacation may not be covered, especially if you don’t leave it in the hotel safe; 

If your estranged child takes some of your valuable property and sells it for drug 
money, don’t bother filing an insurance claim; 

If you have provide a TV or microwave in that apartment or townhouse that your rent 
to boarders, and they steal it, it’s not covered; 
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If you have a secondary vacation home and thieves steal your furniture, it’s just plain 
gone. 

If you take your boat with you on vacation and it’s stolen, too bad. 

- And finally, if your daughter, who goes to college and shares an apartment with other 
students, comes home for the summer, she had better bring all of her personal 
property home with her. If it is stolen while she’s at home, it’s not covered for theft. 

As you can see, while there is coverage for theft, many of the coverage limitations are for situations and 
risks that are now quite common in today’s world. Therefore, a broader form of coverage is required. 
Thus was borne the HO-3 “All Risks” coverage form... 

The HO-3: All Risks Coverage 

While the HO-2 provided protection against a very broad range of perils/causes of loss, its limitations 
were numerous. The HO-3 dramatically changed the way coverage was afforded and now provides 
protection against “all risks of loss” except for those that are excluded. 

Instead of creating a laundry list of what IS covered, the HO-3 reversed this trend to basically say, 
“Everything is covered unless it’s on the list of what is NOT”. The policy goes on to create a long list of 
items which have traditionally been excluded from coverage. 

The HO-3 covers the dwelling and other structures (Coverages A and B) for “all risks of physical loss not 
excluded”. The list of what is not covered (i.e. excluded) is long and includes, but is not limited to: 

• Theft from a dwelling under construction (this is what Builder’s Risk is for); 

• Wear, tear, rust, mold, rot, smog, industrial smoke, and settling; 

• Earth movement (except for sinkhole, which IS covered); 

• Water damage from flood, rising waters, back up of sewers or drains, or underground seepage; 

• Power failure that occurs away from the residence (as in a storm when there is a power outage in 
the community); 

• Negl ect 

• Wa r 

• Nuclear hazards; 

• Intentional loss created by, or at the direction of, the insured (e.g. arson, arranged theft, etc.); 

• Governmental action. 

Examples of losses that are not covered under the HO-2, but ARE covered by the HO-3: 

• Scorching (when there is no fire); 

• Interior damage from rain when the structure has not first been damaged (Very important during 
summer storm or hurricane season!)...otherwise known as “wind-blown rain”; 

• Damage to a fence caused by a vehicle operated by a resident; 

• Weight of objects (do you have a waterbed on the 2 nd floor?); 

• Non-malicious acts of children; 

• Spillage; 

• Discharge of firearms; 

• Damage by animals not owned or kept by an insured (your friends bring their pet Doberman over, 
and it urinates on a valuable Persian rug); 

• Accidental breakage. 

While the Dwelling is provided All-Risks coverage under the HO-3, Personal Property is provided the 
[more limited] Broad Form coverage of the HO-2. 

Differences in the HO-3 

The most important “Condition” having a direct impact on coverage under the HO-3 is “Loss Settlement” 
which deals with how claims are valued and settled (i.e. ACV vs. RCV). 
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Replacement Cost Value - First, if the 80% coinsurance requirement is met, buildings (dwellings and 
other structures) under Coverages A and B are adjusted on a Replacement Cost Value (RCV) basis, 
without any deduction for depreciation. Otherwise, if the 80% coinsurance requirement is not met, claims 
are to be adjusted to “ the greater of ’ the Actual Cash Value (ACV) of the loss...meaning that depreciation 
would be taken where appropriate or the amount due after a coinsurance penalty is taken (we covered 
this in Part I). 

Limitations on the application of Replacement Cost: 

1. Although they are part of the building(s), awnings, carpeting, appliances, outdoor antennas, and 
outdoor equipment are adjusted on an ACV basis; 

2. To receive replacement cost, the insured must notify the company of intent to repair or replace with 
180 days (6 months); 

3. The option is granted to take an ACV adjustment immediately, and later claim the [additional] 
difference by notifying the company within 180 days (6 months) of the loss. 

*Note : #2 and #3 do not apply in Florida for residential homeowner’s policies if the 80% 
coinsurance requirement is met. Florida requires that when RCV coverage applies, the carrier 
must pay RCV without reservation or holdback of depreciation regardless of whether or not the 
insured repairs or replaces the damaged property. 

Requirement for External Damage to Dwelling - VERY IMPORTANT! 

As mentioned on the previous page, unlike the Dwelling or HO-2 coverages, HO-3 coverage provides 
protection for interior damage from rain even when the structure has not first been damaged (very 
important during summer storm or hurricane season!). 

Other Typical HO-3 Endorsements 

Numerous Homeowners endorsements are available to “customize” the policy for each insured’s needs. 
Following is a brief sample of those most commonly encountered: 

• In flation Guard - automatically increases coverage limits annually by a specified percentage. (If 

property used, this endorsement protects an insured from a coinsurance penalty.); 

• Increased Limits - Personal Property - Increases the limits on personal property (as previously 
discussed), i.e. money, securities, jewelry, firearms, etc.; 

• Increased Limits - Coverage B or C - Additional Structures or Secondary Residences; 

• Replacement Cost Endorsements ; 

• Special “Open Peril” Coverage - for both Buildings and Personal Property (increases the scope 
of coverage C protection). 

Application of Relevant Property Doctrines 

Before we get into the adjustment of property claims there are some traditional doctrines and concepts 
with which you must become familiar, as they will be issues you must address in just about every loss and 
claim that you handle. Failure to become totally familiar with the proper application of these doctrines 
can be fatal to proper claims adjustment and a successful career as a property adjuster. 

They are: 

• Rea sonable Repairs 

• Direct vs. Indirect Loss 

• The Doctrine of Proximate Cause 

• Valued Policy Laws 

• Loss Settlement Valuation: Replacement Cost (RCV) vs. Actual Cash Value (ACV) 

• Coin surance 

• Application of Deductibles with Coinsurance 
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We’ll cover each of these in the material below, and then enforce your understanding and ability to make 
sound judgment on claims involving these issues through related quizzes. 

Now, let’s discuss the concepts of Reasonable Repairs, Direct vs. Indirect Loss, and the Doctrine of 
Proximate Cause. 

Reasonable Repairs 

It’s in the best interest of all parties that the insured take necessary steps to prevent further damage after 
a loss, even if the adjuster has not yet inspected the loss or authorized temporary repairs. 

On the initial contact after a property loss, an adjuster can do much to calm the fears and anxiety an 
insured may be feeling by letting them know that it is okay to begin reasonable repair efforts while you are 
making your way to them or until you can get someone out to inspect the damage. In fact, giving the 
insured such “an assignment” such as boarding up broken windows, covering holes in the roof with 
plastic, or making a list of damaged or lost contents helps them by taking their minds off their worry; it 
also helps you by giving you time to begin your investigation. 

This is an incredibly important tool for the adjuster to use in securing the trust of the policyholder and 
developing a rapport that enables the adjuster to complete the adjustment in a timely and high quality 
manner. The time spent in assisting the homeowner and guiding them through these reasonable repairs 
is time well spent. Bu! Remember that if you tell them you’ll pay for reasonable repairs, then keep an 
open mind when you get out to the damaged property. What is “reasonable” could well be in the mind of 
the beholder. People who are stress after a loss, and who may be experiencing continuing loss and 
inconvenience while they are waiting for you will not have the experience, availability of resources, or time 
to shop for the best prices or the best solutions. So...be flexible. 

Direct vs. Indirect Loss 

The actual damage done to the home by a lightning strike or by a falling tree during a hurricane is 
considered a direct loss. So, too, is the damage to dwelling or personal property caused by fire. 

Water damage to your wood floors or to furniture in a part of the house not damaged by fire but by water 
from the fire department as it extinguished the fire, is considered an indirect loss. 

Loss of use, or economic loss, such as the money you have to spend to stay in a hotel because your 
home is now unlivable until it is repaired, is an indirect loss. 

Consider one final example: During a particularly bad storm, when a tree pulled the power line away from 
your home as it fell, you lost all power to your home. Due to this loss of power you lost $2,000 worth of 
prime beef in your freezer. This is an indirect loss. 

What is considered an indirect loss will generally depend upon the relationship of the cause of such loss 
to the initial event, or direct loss. This relationship is governed by, and dependent upon, the concept of 
proximate cause. 

Proximate Cause 

This is an important concept, so we’ll cover it again. Any loss that is directly connected to, or which grows 
or results directly from, damage caused by an insured peril, is considered to be loss by that peril. This 
concept is known as the doctrine of proximate cause, and it is fundamental to all types of insurance, loss 
and claims handling. Consider the following from some of the examples we discussed on the previous 
page: 

1. Lightning strikes an insured dwelling, causing the dwelling to catch fire. 

2. The homeowner rushes to remove his property from the burning building, and in the process, drops or 
damages the property, or... 
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3. Firemen trying to put the fire out spray thousands of gallons of water on the house. The water puts 
the fire out, but it also causes “water damage” to other areas of the house, and to property inside the 
house, that had not yet begun to burn. 

In this example there is an unbroken chain of events , from the initial cause of the loss, to any and all 
damaged that ultimately results from, or is connected to, the original cause of the loss. 

Similar to the example of the tree pulling the power line from the home, if lightning were to strike the 
house and cause the power to go out, resulting in the loss of hundreds of dollars worth of meat and 
frozen goods, the “proximate cause” of the spoilage would be the lightning strike. 

• If there is an unbroken chain of events, or series of consequences, flowing from the initial loss 
caused by the insured peril, the insured peril will be considered the proximate cause of the 
damage. 

Valued Policy Laws 

Under normal circumstances, an adjuster determines the amount of loss, applies a deductible, and pays 
the claim. In the event of the total loss of an insured dwelling, the adjuster would determine the value of 
the building at the time of the loss and pay that amount, up to the policy limit. 

Many years ago protections were enacted in various states, including Florida, to protect insureds after a 
loss, these laws, called Valued Policy Laws, require insurance companies to pay the policy’s face 
amount (i.e. policy limit) for a total loss, even if the building was over-insured at the time of the loss. The 
theory is that if the insured pays a premium for $300,000 worth of coverage (even if the building is only 
worth $150,000), then $300,000 should be paid for the loss. 

The purpose of Florida’s Valued Policy Law, F.S. Sec. § 627.702 is to protect insureds faced with a total 
loss of their property from having to prove its value or proving the measure of loss suffered. Another 
purpose of the statute is to prohibit insurers from writing excessive insurance coverage on property to 
collect a higher premium 

Valued policy laws usually apply only to the total loss of the building, and not to partial losses. These 
laws also apply only to buildings and structures, not to personal property. In some states, valued policy 
laws only apply to certain causes of loss, or perils, such as fire. 

Florida’s Valued Policy statute provides as follows: 

(1) In the event of the total loss of any building, structure, mobile home... or manufactured 
building...located in this state and insured by any insurer as to a covered peril... 

Florida does not distinguish between causes of loss, only that the loss be caused by a covered peril. 

Replacement Cost Coverage 

Under the HO-3, if the 80% coinsurance requirement is met, Coverages A and B (the dwelling and other 
structures) will be adjusted on a replacement cost basis. Recall that in Section I, we discussed 
Replacement Cost (RCV) and Actual Cash Value (ACV): 

• Replacement Cost (RCV) - the cost to repair or replace an item (at today’s prices). 

• Actual Cash Value (ACV) - Replacement cost less depreciation of an item. 

Certain items, like outdoor fixtures and equipment, may often be adjusted initially on an ACV basis, with a 
provision that the difference between the RCV paid and the ACV will be paid if the Insured notifies the 
company of its intent to repair or replace the property within 180 days. 

For years such coverage resulted in carriers initially paying losses at ACV and “holding back” the 
additional RCV until the property was repaired or replaced and the Insured made claim for the additional 
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value. This “holdback” practice became widespread and often resulted in Insured’s not getting the full 
value of the coverage for which they paid. So, enter the Florida Legislature... 

* Florida Replacement Cost Statute : F.S. § 672.7011 states that if the Insured purchases RCV coverage 
for either dwelling or personal property, “the carrier shall pay the replacement cost without reservation or 
holdback of any depreciation in value, whether or not the Insured repairs or replaces the property”. 

This provision applies only to Florida homeowners’ claims...not commercial claims. 

Coinsurance 

Because of its importance in handling property claims, we will revisit the application of coinsurance and 
calculation of payments. Recall that homeowners’ insurers include coinsurance clauses to encourage 
property owners to carry adequate insurance, equal to or greater than 80% percentage of the building’s 
replacement cost. 

Calculation of a Coinsurance Payment 

The calculation of a loss payment under a coinsurance requirement is very easy...it just takes 
practice...lots of practice. 

Remember the four (4) things you must know in order to calculate a loss payment under a coinsurance 
requirement: 

1. The loss amount - You will have this on your estimate or appraisal of damage. 

2. The limit of insurance - This will be on the policy and is limited to real property only. 

3. The replacement cost of the building prior to loss - This is the cost to repair or replace the 
building only.. .and does not include the land. “Market value” of a property is generally not an 
appropriate figure to use in this application, as it includes both the value of the land itself as well 
as other factors such as demand vs. supply, location, etc. 

4. The policy’s coinsurance requirement - In homeowner’s policies this is typically by 80%. 90% 
and 100% are commonly found on commercial policies. 

Here again is the formula for calculating a loss payment under a coinsurance requirement: 

Loss Payment = 

Loss (less deductible) X [Cov A Limit / (Property Value x Coinsurance %) 


Stated again in another and easier way: 


Loss Payment = 

Loss Amount (less deductible) X (did insure for / should have insured for) 


Let’s work an example: 

Assume that ten years ago a couple insured their home for [its then appraised value of] $150,000. Two 
weeks ago they had a fire that resulted in an estimated loss of $50,000 for repairs. The adjuster finds 
that the value of their home is now $210,000, but the home is still only insured for $150,000 and has a 
deductible of $500. The policy has an 80% coinsurance clause. How much should the adjuster pay to 
the couple? 
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Remember the formula: 


Loss Payable (less deductible) = Loss X (Did insure for / Should have insured for) 

And thus: 

Payment = $50,000 (less $500 Ded) X [$150,000 / ($210,000 x .80)] or... 
$49,500 x [$150,000 / $168,000] or .893 = $44,203.50 


How do you think the insured would feel when you, as their adjuster, offer then $44,203.50 for their 
$50,000 loss? No matter how much explanation you give, this will be a hard message for them to 
understand and accept. But...it’s the way it has to be. 

So remember to be sensitive to the feelings and lack of understanding of most policyholders. 


Adjuster Tip: 

An error frequently made when performing this calculation is to use the wrong number in the 
“amount” required field. The amount required is not the replacement cost of the building. It is the 
required coinsurance percentage (in this case 80 %) applied to the replacement cost. 

V___/ 


The HO-3 and Coinsurance 

Now let’s look at an example of the most common type of claim where the homeowner has an HO-3 
policy, replacement cost coverage, and a coinsurance requirement: 

*First.. .remember this most important rule : Linder the HO-3, if the 80% coinsurance requirement is met, 
Coverages A and B (the dwelling and other structures) will be adjusted on a replacement cost basis. 

It’s as simple as that. If the policy limit is within 80% of the value or replacement cost of the dwelling 
(remember, this does riot include the land), you pay replacement cost. Therefore, it will generally be 
necessary to do a quick analysis of the replacement cost value of the dwelling itself. There are quick and 
easy methods for doing this calculation. Some are very detailed and exact. Others are quick and 
general. 

One quick and easy way is the square foot method. With this method you simply multiply the cost of 
construction by the total square footage of a dwelling. For instance, if you assume that the going rate for 
constructing a 1 -story home is $165.00 per square foot (not including cost of the land) and a dwelling has 
2,500 square feet under roof, the value or replacement cost of the dwelling would be $412,500. In such a 
case, to qualify for replacement coverage under the HO-3, the Coverage A policy limit would need to be 
at least $330,000. 

Where do you get the ACV of repair costs? Today these costs are captured in the various estimating 
programs used by property appraisers/adjusters. As a beginning adjuster, you would get these amounts 
from the appraising adjuster and then factor them into your calculations. 

Going further into these various methods is beyond the scope of this course, so we will just present the 
values for you in the various case examples: 

Example #1 : 

Consider the previous example two pages back where the couple had insured their home under an HO-3 
policy with Coverage A policy limits of $150,000. Assume that the current value/replacement cost of the 
dwelling was actually $210,000. Again, assume they had a $500 deductible. 
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With a $50,000 fire loss (this is total value of the repairs, i.e. replacement cost of the damaged property), 
the homeowner would be entitled to the greater of the ACV of the damaged property or the amount 
payable with the coinsurance penalty. 

We already know from the preceding example that with the coinsurance penalty the amount of recovery 
would be $42,203.50. 

Assume that the ACV of the estimated repairs is $47,500. This amount, less the $500 deductible, is 
$47,000.00. 

Thus, you would pay the greater of these two -- or $47,000.00. 

Now try another example... 

Example #2 : 

Assume a homeowner has an HO-3 policy with Replacement Cost coverage and an 80% coinsurance 
requirement. The home is insured with $150,000 of Coverage A, $15,000 of Coverage B, $60,000 of 
Coverage C, a $1,000 deductible, and a Replacement Cost endorsement for Coverage C. The value (or 
replacement cost) of the dwelling itself today is $200,000. 

A windstorm topples a large tree onto the roof, causing significant damage to both exterior and interior. 
The repair estimate for damage to the home is $42,450.00. Because the home, including the roof and 
interior carpeting and finishes, were over 20 years old, depreciation resulted in a repair ACV of 
$36,515.00. Considering the requirements of Replacement Cost coverage under the HO-3, how much 
would you recommend paying under his HO-3 policy? 

Answer: First, you must develop two separate calculations: 

1) The coinsurance penalty would be derived from $150,000 / $160,000 ($200,000 x 80%), or 
93.75%. The RCV repair cost of $42,450 less the $1,000 deductible would equal a normal 
payment of $41,450. However, with a coinsurance penalty of 93.75%, the final payment would be 
$38,859.38. 

2) The ACV of the repairs is $36,515. This amount, less $1,000, equals $35,515.00. 

The replacement cost provision requires a payment of the greater of $38,859.38 (the payment with 
coinsurance penalty) or $35,515.00 (the ACV payment). Therefore, the correct answer is $38,859.38. 

Application of Deductibles in Coinsurance Calculations 

Deductibles must still be applied even when a coinsurance calculation results in a penalty to the Insured. 
The Insured benefits if the deductible is applied before proceeding with the coinsurance calculation. The 
insured loses money if the deductible is applied after the calculation. 

Unless the policy specifically indicates that the deductible takes effect after the coinsurance clause has 
been applied, apply the deductible beforehand. *Note: You will find the application of deductible after the 
calculation more common in commercial policies. 


Adjuster Tip: 

Be sure to review the coinsurance clause and deductible provision carefully to ensure the correct 
application of the deductible. Unless otherwise indicated, always apply the deductible before the 
coinsurance calculation. 

V_ J 
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Types of Homeowners Claims 

In any personal lines property claim operation you will usually find a high volume of claim activity. 
However, most of the claims fall into just a few categories: 

• Weather-related property damage claims (i.e. storms, wind, hail, lightning, etc.) 

• Fire, smoke, water 

• 3 rd Party damage to Insured property (automobiles, etc.) 

• Contents claims (from the perils named above, theft, etc.) 

We will now focus on some of the most common types of claim situations and trouble spots that typically 
arise in the handling of homeowner’s property losses. You will have an opportunity to 1) review the claim 
scenario, 2) review the policy form, and 3) make a determination on coverage and/or payment of loss. 


COMMERCIAL PROPERTY 

Commercial property policies vary according to the type of business and the 
type of property insured. Policies cover direct and indirect losses related to 
virtually all properties, excluding one to four family dwellings and farm 
properties. 

Almost every business is covered by a commercial property policy. Knowing 
which coverages are provided and which are excluded will enable the property 
loss adjuster to correctly adjust the loss. 

Commercial property coverage is often provided as part of a commercial package policy. The package 
might contain property coverage, liability coverage, and other coverages, depending on the insured’s 
needs. Some insureds may qualify for coverage under Businessowners policies (BOPs) that provide both 
property and liability coverage in a package similar to a homeowner’s policy. 

A commercial property loss can involve damage to the structure itself, damage to the structure’s contents, 
loss of business income, debris removal, salvage and subrogation, and the adjustment of these losses 
often require the adjuster to use experts for many aspects of a loss, such as calculating the business 
income loss or evaluating salvage potential. 

In many ways, handling a commercial claim is the same as handling a residential claim, just more 
complex. 

Approaching the Commercial Property Claim 

When handling any claim involving commercial property insurance, simply take the same approach that 
we discussed on pages 1 - 3 of this section. After making initial contact with the Insured: 

• Secure appropriate coverage and policy information to determine exactly who and 
what are insured; 

• Investigate the cause of loss by inspecting the damage to determine if a covered peril 
was responsible; compare the cause of loss to perils covered by the policy; 

• Appraise the damage to determine the extent of the loss and evaluate the amount of 
loss payable under the policy; compare values to limitations in the policy; 

• Conclude the adjustment 

Regardless of the type of claim, remember to stay focused. Make no assumptions and avoid the urge to 
rush. Think carefully through each step as you move through the process, keeping in mind the overall 
objective. 
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Commercial vs. Homeowners’ Coverages 

Commercial property insurance is much like homeowners’ insurance, only with an enhanced application, 
i.e. coverages, exclusions, conditions, etc. Policy limitations are usually higher as well. In this section we 
will focus on some of the major enhancements offered by: 

• Additional Coverages 

• Coverage Extensions 

• Conditions 

• Optional Coverages 

The standard Commercial Property coverage form is much like a Dwelling policy. It is intended to provide 
basic property coverage only. A Commercial Package Policy, like the Business Owner’s Policy (BOP), 
compares favorably to a Homeowner’s HO-3 policy by providing additional coverages such as Liability 
and Medical Payments. 

The following comparison shows the similarities in the Homeowner’s and Commercial property policies: 


Homeowner’s: 


Commercial Property: 


• HO-3 “Special Form” 

- Dwelling (includes building an d outdoor _ &, 

equipment used in the service of and 
located on the premises like 

furniture,fixtures, etc.) 


Additional Coverages (Deb ris Removal,- 
Preservation of Property, Fire Dept Service 
Charge 


Building and Personal Property 

- Building (also includes additions under 
construction and materials and supplies 
incident thereto) 

- Business Personal Property (includes 
furniture, fixtures, machinery, equipment, 
etc. if used in the service of the business.) 

- Additional Coverages (Debris Removal, 
Preservation of Property, Fire Dept Service 
Charge. 


Additional Commercial Coverages 

Some differences in the Additional Coverages are worth mentioning under the Commercial Property 
Policy. The following either increased the amount of a coverage offered under the Homeowners policy, or 
are exclusive to the Commercial Property policy: 

• Debris Removal - Cost to remove debris of covered property is paid “up to 25% of the 
amount of paid loss plus the deductible”. In the event the policy limit is exhausted before 
allowance for debris removal, “additional” coverage up to $10,000 (above the limit) is 
provided. This additional coverage is “per location”. 

• Fire Department Service Charge - Increases the coverage from $500 to $1,000. 

• Pollution Clean Up and Removal - Pays up to $10,000 to clean up pollutants from ground or 
water that escape due to a covered loss. 

• Preservation of Property - When covered property is removed from the insured location and 
taken elsewhere to protect it from a covered cause of loss, coverage includes any damage 
that occurs in the course of moving the property and while at the covered location for 30 
days. 

• Increased Cost of Construction (aka Law or Ordinance) - If cost to repair covered damage is 
increased due to application of building ordinance or law, then an additional 5% of the policy 
limit, or $10,000, whichever is greater, is provided. 
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Extensions of Coverage 

If commercial property is covered to a minimum of 80% of value, a series of “Coverage Extensions” are 
included that provide additional insurance beyond the policy limits: 

• Automatic Coverage - 30 days of automatic coverage is provided for (1) new buildings under 
construction on the insured premises, or buildings acquired at other premises, for up to 
$250,000 per building, and (2) newly acquired business personal property at the insured or 
other acquired locations for up to $100,000 at each building. 

• Personal Effects and Property of Others - If coverage for Business Personal Property is 
provided, then an additional $2,500 of coverage is available to cover personal effects of the 
named insured, partners or employees (but not for the peril of theft) and personal property of 
others in the care, custody or control of the insured. 

• Valuable Papers and Records - Up to $2,500 of additional coverage is provided at each 
premises (as an extension of Business Personal Property coverage) to research, replace or 
restore lost information from papers or records. 

• Property Off Premises - Property otherwise covered that is temporarily at another location 
not owned, leased or operated by the insured, is covered up to $10,000. (This does not 
include owned property in or on vehicles, or in the custody of salespersons.) 

• Outdoor Property - Fences, radio and TV antennas, detached signs and trees, shrubs and 
plants are provided with coverage of up to $1,000 (but not more than $250 on any on tree, 
shrub or plant) for the limited perils of fire, lightning, explosion, riot or civil commotion, or 
aircraft. Cost of debris removal is included, but is within this limited amount. (*Note: This 
additional coverage is not provided for the peril of Wind/Tornado/Hurricane.) 

These extensions can be very important to a business or commercial enterprise. Keep them in mind 
when and if you are handed a commercial claim to handle. 

Better yet., .make sure you GET A COPY OF THE POLICY AND READ IT! 

Commercial Property - Conditions 

While there are numerous conditions included in the commercial property coverage form, three (3) 
deserve special attention: 

• Vacancy - If a commercial building is vacant for more than 60 consecutive days prior to loss, 
coverage is suspended for the following perils: vandalism, sprinkler leakage, building glass 
breakage, water damage, theft and attempted theft. For all other covered perils, losses are 
reduced by 15%. 

• Valuation - Commercial losses are valued/paid at “Actual Case Value”, subject to a few 
exceptions. 

If the replacement cost of a loss of $2,500 or less, full RCV is paid as long as the 
insured complies with the coinsurance requirement. (This provision does not apply to 
awnings, floor coverings, appliances, or outdoor eguipment or furniture.) 

- Stock which has been sold but not delivered is valued at its “net selling price.” 

If required by law, glass replacement includes the cost of safety glazing material. 

- Valuable papers/records are covered for the cost of blank materials to reproduce 
[those lost records], as is the labor to transcribe or copy from duplicate records (this 
complements and further defines the extension of coverage for valuable papers or 
records mentioned above). 

• Mortgage Holders - If noted in the Declarations, mortgage holders are protected and they 
must be included on any payment. Acts of the named insured do not affect the rights of the 
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mortgage holder(s), e.g., arson, etc. After payment of loss to a mortgage holder, all of the 
mortgage holder’s rights are transferred to the carrier. The carrier must also provide the 
mortgage holders with advance notice of cancellation or nonrenewal of the policy. 

*A note about Replacement Cost Value (RCV) coverage *: While Florida Statute §627.7011 states that 
if an Insured purchases RCV coverage for either dwelling or personal property, “the carrier shall pay 
the replacement cost without reservation or holdback of any depreciation in value, whether or not the 
Insured repairs or replaces the property”, this statute applies to Homeowners policies only... NOT 
commercial policies! 

Optional Coverages 

Three optional coverages are available that can be extremely valuable to a business owner: 

• Agreed Value - This option waives the Coinsurance condition and is based on a statement of 
values provided to the carrier. The limits of coverage can be 80% or 90% of the agreed 
value. 

• Inflation Guard - With this optional coverage, the policy limits will automatically increase by a 
stated rate (to protect against inflation and keep coinsurance requirements intact). 

• Replacement Cost- Available for both buildings and business personal property (with some 
exceptions). A minimum of 80% coinsurance is required. To receive RCV, the insured must 
actually repair or replace the damaged property within a reasonable time. At the insured’s 
option, a payment for ACV can be made initially, with intent to claim the difference between 
ACV and RCV within 180 days. (*Remember the RCV rule for residential policies in Florida 
does not apply to commercial insurance!) 

Builder’s Risk Coverage 

Builder’s Risk insurance is for buildings under construction. Coverage ceases when any of the following 
occur: 

• The policy expires or is cancelled. 

• The property is accepted by the purchaser, or the insured ceases to have an [insurable] 
interest. 

• The property is abandoned and there is not intention to complete it. 

• 60 days after the building is occupied in whole or in part. 

• 60 days after the building is put to its intended use. 

Business Income Coverage 

This coverage form provides a similar type of coverage as the Additional Living Expense or Fair Rental 
Value provisions of a Homeowner’s policy in that it compensates an Insured for what is lost as a result of 
the building damage, with the difference that it refers to “net profit or loss" which would have resulted 
through the period of restoration. There is a 72 hour “deductible” waiting period before any reimbursable 
business income loss begins. 

Condominium Insurance 

Condo insurance is offered in two forms: 

• Condo Association Coverage - Covers loss to the Association’s buildings (i.e. the exterior, 
clubhouse, etc.), common areas and business personal property; 

• Condo Unit-Owners Coverage - Covers unit owner for loss to building/unit interior and 
personal property (contents). 

Because of the complexities that have arisen in the interpretation and handling of these claims, they are 
now guided by a specific Florida Statute § 718.111 which further defines who covers what and how the 
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coverages will be interpreted. These claims are typically very complicated, and it is unlikely that a new 
adjuster will handle such claims until he or she becomes very experienced. 

Commercial Package Policies 

Package policies combine two or more coverages needed to fill the insurance needs of a commercial 
business, thus providing: 


• More comprehensive protection 

• Elimination of coverage gaps 

• Premium savings 


The most common commercial package policy is known as the Business Owners Policy (BOP). It’s 
easy to sell, it combines all the coverages one needs in a business, leaves no gaps, uses all of the 
same terminology throughout which makes it easier to understand, and it provides maximum 
protection against perils. 
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INLAND & OCEAN MARINE, FARM & FLOOD INSURANCE 


Inland & Ocean Marine Insurance 

Marine insurance is one of the oldest forms of insurance in existence today, and refers 
to goods that are: 

• In transit (moving from one place to another, e.g. cargo transported across the 
country or shipped across the seas) 

• Related to transportation (bridges and tunnels, etc.) 

• Related to communication (radio and television towers, etc.) 




Adjuster Tip: 


Because of the unregulated and nonstandard nature of marine insurance policies, policy clauses or 
conditions that adjusters might take for granted in other policies might not even exist, or they might be 
substantially different. 

Therefore, when handling any type of Marine claim (inland or ocean, personal or commercial), adjusters 
absolutely must first secure and read each policy related to a loss prior to adjusting the loss. 



Inland Marine Insurance was initially developed as an extension of Ocean Marine to provide coverage for 
cargo that is shipped over land rather than sea. What makes property eligible for “marine coverage” is its 
“portability”, and there are six different categories of property that could be covered by marine insurance: 

1) Imports 

2) Exports 

3) Domestic shipments (i.e. across land within the country) 

4) Instrumentalities of Transportation or Communication 

5) Personal Property Floater risks 

6) Commercial Property Floater Risks 

Instrumentalities of Transportation and Communication are coverages for bridges, tunnels, radio and 
TV towers, etc. While these properties are not portable, they do have a direct connection to 
transportation or communication and are all subject to the same perils. 

Imports and exports are covered by Ocean Marine insurance. We will cover these in a moment. We 
will start with Inland Marine. 

Personal Inland Marine 

Inland marine insurance is designed to protect property owners from the risks and perils of ownership of 
or transporting personal property over land. This type of insurance is typically used to cover highly 
valuable personal property such as cameras, golf equipment, jewelry, musical instruments, and fine arts. 
Inland marine insurance is also available for guns, outboard motor/boat equipment, sporting equipment, 
etc. 

There is no limit to the values that may be insured, except for that imposed by individual carriers and their 
risk selection/underwriting criteria. Thus, this type of coverage is perfect for items of personal property 
that have a very high value. 

Coverages are provided via “Personal Articles Floaters” that may be “attached” to a homeowner’s policy 
or stand alone as an individual policy. These floaters can be “specific” to a type of property (i.e. jewelry, 
musical equipment, stamp collection, etc.) or “general” in nature. 
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The most important characteristics of Personal Articles Floaters are that they: 


• Provide “ open perils ” (i.e. all risks) coverage, subject to certain exclusions; 

• Have no deductible ; 

• Provide “ world-wide coverage ”; and, 

• Are adjusted at the lesser of: ACV; 

The cost to repair or replace; or 

The specified coverage limit. 

Pair and Set Clause - this clause, found in most property policies, is also in all personal property 
floaters. It holds that the loss of one item in a pair or set does not constitute a total loss of the pair or 
set. Thus, the insurer is not liable for the entire value of a “pair or set” if only a part is damaged or 
lost. There are two settlement options available: 

• Repair, replace or restore the set; or 

• Pay the difference between the ACV of the set before and after the loss 
Exclusions 

Inland Marine Floaters have only a few exclusions. They are ones seen in most property policies: 
war, nuclear hazards, wear and tear, gradual deterioration, insects, vermin, and inherent vice. 

Commercial Inland Marine 

Inland marine insurance includes: 

• Imports, when the property is not insured under ocean marine policies; 

• Exports, when the property is not insured under ocean marine policies; 

• Domestic shipments on consignment; 

• Bridges, tunnels and other methods of transportation and communication; 

• Other I/M risks, including Bailee customers, block, cold storage, cotton buyers transit policies. 

Examples of property insured under commercial inland marine coverages are signs, photographic 
equipment and film, physicians’ and surgeons’ equipment, salespersons’ exhibits and samples, and even 
live animals. Coverage usually applies on a very broad “all risk” or “open perils” (again, it means the 
same thing) basis. 

Examples of commercial inland marine policies include: 

• Annual Transit Policies - insurance for a frequent shipper of goods, making relatively small 
shipments on a regular basis. Can be written for either open or named perils. (Think about 
someone who does business strictly over the Internet. This would be an appropriate form of 
insurance to protect its shipments, especially if there were any significant value in those 
shipments.) 

• Contractor’s Equipment Floaters - insures construction and other heavy equipment used by 
contractors, builders and others engaged in heavy construction (especially those “on-site” 
while no one is around?!). 

• Motor Truck Cargo Policies - insurance that protects the carrier, 
instead of the shipper, for liability to loss to domestic shipments in 
transit. The carrier has a huge responsibility when carrying goods, 
and only Acts of God (floods, tornadoes) or the shipper’s own neglect 
(poor packing) avoid carrier liability. Once the carrier is at the final 
destination and the goods have been unpacked and inspected by the 
shipper or purchaser, the carrier is relieved of responsibility. 

(Think of 18-wheelers rolling down the Interstate. They’re carrying goods for someone, and have 

a load of responsibility!) 
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• Commercial Articles- this type of insurance covers musical instruments and related 
equipment, commercial cameras, projection machines, films and related equipment. (Think of 
all the stars of the music industry, the bands and back-up bands, your local night-club groups, 
and Hollywood producers and all of the eguipment on their sets. All of them would be 
candidates for this type of insurance.) 

• Valuable Papers and Records - insures inscribed, written or printed documents, manuscripts 
or records, including maps, deeds, films, and mortgages. These can be property owned by 
the insured or by others and in the care, custody and control of the insured. (Libraries? 
Publishers? How about businesses that still have a lot of written records, like cities, 
municipalities and governments that have a lot of old written documents like titles, mortgages, 
land maps, conveyance records, etc.?) 

• Sign Coverage - insures signs over and above the minimum additional coverage limit of 
$1,000 offered by a commercial policy, whether owned by the insured or by others and in the 
care, custody and control of the insured. (Lots of businesses gualify here.) 

• Bailees’ Coverage - These are important coverages in today’s commercial marketplace. A 
“bailee” is a person or business who takes possession of the property of someone else for 
some special purpose (i.e. safekeeping, storage, cleaning, repair, etc.) and returns it later to 
the owner after that special purpose has been completed. A “bailment” is that actual delivery 
of one’s property to one who is a bailee for such a purpose. If the property is damaged while 
in the custody of the bailee, the bailee is legally responsible for the damage. This type of 
coverage insures Dry Cleaners, Laundries, Furriers and businesses for damage done to their 
clients’ property while in their possession for such safekeeping, protection or service. (‘Nuff 
said!) 

• Electronic Data Processing (EDP) Forms - what could be more important in today’s world, 
especially since it covers both hardware and software, investments that have become 
increasingly significant to business? 

• Jewelers Block - coverage that insures merchandise held for sale and customers’ property, 
as well as coverage for property held in showcases. (Think about every jewelry store you 
see inside shopping malls and around town. All of these would be candidates for “Jewelers 
Block” coverage, and all would be susceptible to risk, loss and claims.) 


Ocean Marine Insurance 

Ocean marine coverage is the oldest form of insurance known to exist and is 
designed to cover risks and perils associated with the transportation of goods 
over water. There are no standard forms, and although terminology may appear 
quaint and obsolete, it has evolved into a solid and dependable form of 
interpretation and protection. 



Ocean marine coverage can be in the form of both 1 st party and 3 rd party coverage, including protection 
against the legal liability of the Insured for personal injury, illness or death or for loss of or damage to the 
property (i.e. cargo) of another person. The four major coverages include: 


• Protection and Indemnity (P&l) 

• Hull Coverage; 

• Cargo and Freight Insurance; 


“Utmost good faith” is required of all parties to an ocean marine insurance contract, and in the absence of 
good faith, the insurance contract can be likely be voided by the injured party. 


Protection & Indemnity Insurance 

P&l coverage provides marine legal liability insurance for any liability legally imposed on the insured that 
arises out of the operation of a vessel, whether to 3 rd parties or to employees or members of the crew. 
This is the type of insurance under which “Jones Act” claims are handled. Because of their complexity, 
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new adjusters are unlikely to handle these types of claims until they are well versed in the interpretation of 
coverages and handling of claims. 

Hull Coverage 

Hull policies cover damage to, or the loss of, the ship or vessel itself, similar to first party physical damage 
coverage (i.e. collision or other than collision) on autos. Hull coverage also includes a limited form of 
liability protection under a collision-type clause known as the “ running down ” clause. This insurance 
covers collision damage to another vessel and/or its cargo. This is for property damage only, not bodily 
injury. Hull insurance covers the perils of the sea, including the hostile action of fighting ships, pirates, 
rover and thieves, fire, lightning, earthquake, jettison, barratry and other perils. A few of these are of 
particular interest: 

- Je t tison is a voluntary act of destruction in which cargo is cast overboard to save the ship or 

crew; 

- B arrat ry is the intentional theft or stealing of the ship and its cargo, willfully sinking or 

deserting the ship, or imperiling the vessel by disobeying instructions. 

Cargo & Freight Insurance 

The owner of ocean cargo can buy insurance on a single trip or voyage policy, 
or a long-term open cargo policy. Importers and exporters usually buy open 
cargo policies. To insure cargo from point of origin to destination, warehouse- 
to-warehouse coverage is available. If cargo is unduly delayed, compensation 
called demurrage may be paid. 


Freight and cargo are not the same things. “Freight” is the charge made for shipping cargo. Freight 
insurance protects the shipper (or other responsible party) by reimbursing the cost of shipping in the 
event that a ship or its cargo is lost. 

This has not been a large chapter, but there are a number of concepts, coverages and principles that you 
should try to remember about Inland and Ocean Marine Insurance. These are emphasized in the 
following quiz: 
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Farm insurance 

A farmer’s business and home is often located on the same property, so 
the insurance must cover both personal and business risks. A typical 
Farm Property Policy is similar to a standard property policy in that it 
provides several basic coverages: 

• Dwelling (Coverage A) 

• Other Structures (Coverage B) 

• Personal Property (Coverage C) 

• Loss of Use (Coverage D) 

...and numerous additional coverages pertinent to farming operations, including: 

• Scheduled Farm Personal Property (Coverage E) - includes property and equipment incidental 
to farming operations, such as machinery, vehicles and equipment, grain, farm products, poultry 
and livestock; 

• Unscheduled Farming Property (Coverage F) - written on a blanket basis for those smaller items 
used around the farm, both on and off premises. 

• Barns, Outbuildings and Other Farm structures (Coverage G) - like the barn and other structures 
like silos, fences, outdoor radio equipment and other structures. 

Covered cause of loss forms can be Basic, Broad and Special (“All Risk”). The Broad and Special Risk 
policies provide coverage for some additional perils that are unique to farming operations, such as: 

• Electrocution, drowning or accidental shooting of covered livestock; 

• Attacks on covered livestock by dogs or wild animals 

• Loading/unloading incidents 

Loss Settlement Provisions - settlement provisions under Farm policies for Dwellings, Other 
Structures are similar to those found in traditional property policies, i.e. replacement cost if the 
property is insured for at least 80% of its value. When can the insured actually recover replacement 
cost? Answer : After repairs have been made! Until then, the insured receives the actual cash value 
(ACV) of the damaged property. 

Farm Liability Coverage - provides coverages similar to Homeowners or Business Owners policies, 
but for liability arising out of farming operations or personal activities: 

• Bodily Injury and Property Damage Liability (Coverage H) - includes liability arising out of the 
use farm vehicles, such as tractors and other self-propelled farming equipment. 

• Personal Injury and Advertising Injury Liability (Coverage I) 

• Medical Payments to Others (Coverage J) - such as guests. 

Exclusions in Farm Policies - are similar to those found in other policies, i.e. damage arising from 
pollution, contamination, motor vehicles, injury to farm employees (a workers’ comp risk), dishonesty 
or criminal acts, voluntary parting of property, failure to save and preserve property, aircraft spraying 
(an aircraft liability risk), etc. 

Flood Insurance 

Flooding is excluded from al[ property policies, and is generally defined as 
rising water from any source, from backed up or overflowing streets, storm 
drains, rivers or streams from excessive rain to wind-blown water from 
hurricanes (i.e. storm surge) and tidal waves or excessive tidal activity. 

Regardless of the cause, flood, and any damage caused by flooding, is 
excluded. 
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The flood risk is covered by the Federal Government through NFIP, the National Flood Insurance 
Program, either directly or through numerous private insurance carriers as a “Write Your Own” program 
where the NFIP backs the risk 100%. Not every community is eligible for flood insurance through the 
NFIP, however, because of the severity of flooding over the past several years in areas not generally 
expected to flood, the standards and eligibility requirements will be under review for some time, and the 
boundaries of flood-prone areas are likely to be redrawn. 

Valuation - under the NFIP programs, if a single family residence or condo is lived in at least 80% of the 
time and is insured for at least 80% of its replacement cost (RCV), losses are paid at replacement cost. 
In all other cases, payment is at actual cash value (ACV). 

What is a Flood ? - Under the NFIP, a flood is defined as a general and temporary condition of partial or 
complete inundation of normally dry land from: 

• Overflow of inland or tidal waters; or 

• The unusual and rapid accumulation or runoff of surface waters from any source. 

Who Can Get Flood Insurance ? - Any owner of property (both real and persona) in a community 
approved by the NFIP is eligible to get flood insurance. This includes: 

• Residential and commercial building owners 

• Condo Associations 

• Builder’s Risk exposures 

• Tenants 

Flood Insurance for Businesses - Flood insurance is available to commercial business as well as 
residential homeowners, however business are further sub-divided into different classes, for which 
different limits of coverage are available: 

• Small Business - A business with an average net income after federal taxes of $2 Million or less 
for the past two years. 

• Other Businesses - with greater average net incomes. 

Coverages Available Under Flood Insurance - Losses covered by flood insurance include: 

• Physical losses to covered property, both real and personal; 

• Mudslides, erosion and other land collapse. 

• Personal property is also covered at another place for 45 days if removed by the insured to 
protect it from flood. The property must be above ground or outside of the flood hazard area 
and in a building or otherwise protected by the elements while it is so removed from the 
insured location. 

Coverage NOT Available by Flood Insurance - Indirect losses (i.e. business income or interruption) or 
loss of use (additional living expense or loss of rents) is not covered. 

Limits of Coverage - The maximum limits of coverage available through the NFIP, or through any “Write 
Your Own” program are: 


Building: 


• Single Family Residential 

$250,000 

• Small Businesses 

$250,0 

00 

• Commercial 

$500,0 

00 

Contents: 

• All Residential 

$100,0 

00 
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Small Businesses 
Commercial $500,0 


$500,0 


00 

00 


Property Not Covered under the Flood Program - includes outdoor swimming pools, motor vehicles (Why 
not? Because “Flood” is covered by the Physical Damage insurance of an Auto policy!), machinery or 
equipment left out in the open, livestock, crops, shrubbery or land, wharves, piers and bulkheads, and 
gas or liquid storage tanks. 

Summary and Conclusion 

As discussed at the beginning of this section, property claims adjusting in all of its forms encompasses 
the widest variety of coverages and claims situations in the industry today. Adjusters who become 
knowledgeable, experienced, and proficient in the handling of these claims will enjoy a career full of 
variety, challenge and financial security for decades to come. 
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Association of 

Property & Casualty 
Claims Professionals 


Auto Physical Damage & 
Mechanical Breakdown Adjusting 


Section IV continue s the empha sis o n the “thoug ht 
process” of claims adjusting and introduces you to th e 
claims that arise un der the various 1 st party coverages 
of the Perso nal and Bu siness Auto po licies. You will 
learn to ha ndle Collision and Comprehensive clai ms, 
Windshield claims, and Mechanical Breakdown claims 
under va rious fa ctual seen arios and cove rage 
situations. 
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Association of 

Property & Casualty 
Claims Professionals 


Auto Physical Damage & 
Mechanical Breakdown 


THE ART OF AUTO PHYSICAL DAMAGE ADJUSTING 


Automobiles and trucks. More automobiles...and more trucks. Day after day 
millions of vehicles travel our roads, causing thousands of accidents and the 
auto physical damage claims that go with them. If you’re a Physical Damage 
Adjuster or Appraiser, consider it great job security! 

Auto Physical Damage claims are generally handled by two different types of 
professionals, both of which must be licensed in the State of Florida: 


• Adjusters 

• Appraisers 

Appraisers are a very specialized group of professionals who inspect and appraise the vehicle damage 
and then forward the information to the adjuster for coverage determination and conclusion of the loss. 
With the exception of some recent trends to the contrary by carriers who specialize in automobile 
insurance only, these functions continue to remain highly specialized, and therefore each professional 
must work to understand the work, and business needs, of the other. 


Physical Damage Insurance 

Physical Damage refers to the 1 st Party insurance for damage to motor vehicles, 
covered without regard to fault. It is usually written as two or more coverages - for 
damage caused by collision or upset (i.e. “Collision”) and one or more coverages 
from other perils (a/k/a “Comprehensive”). 


While motor vehicles may be insured for specific dollar limits of coverage, the most common method is to 
cover the property for the actual cash value (ACV) of the damage, or of the vehicle, at the time of loss, 
with no dollar limit specified. 

Physical Damage coverage is usually subject to one or more deductibles; for example, a deductible for 
collision and a different deductible (or no deductible) for loss “other than collision”. If the loss does not 
exceed the deductible amount, nothing is payable. If the loss is greater than the deductible, the amount 
of the loss, less the deductible, is payable. The most common deductibles are $100, $200, $250, $300, 
$500 and higher. 

In this section you will learn how to handle physical damage claims for damage to personal and business 
use automobiles, pickup trucks, and heavy equipment (i.e. 18-wheel tractor/trailer units) commonly 
insured under the following policies of insurance: 

• Personal Auto Policy (PAP) - Damage “to your personal auto” 

• Business Auto Policy (BAP) - Damage to “autos you specify” 

• Garage/Garagekeepers - Damage to vehicles in your “care, custody and control” 

• Truckers/Trailer Interchange - Damage to your tractor or to trailers of others in your “care, 
custody and control” 

Thinking Like a PD Adjuster 

Just as we’ve previously discussed, the adjusting profession subscribes to a consistent methodology of 
thought...or a systematic, orderly thought process superimposed upon a series of steps. In physical 
damage adjusting, those steps are: 
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1. Acknowledging receipt of the claim and initiating contact with the Insured 

2. Securing appropriate coverage and policy information 

3. Determining the cause of loss to the Insured’s vehicle 

4. Appraising the extent of damage (i.e. repair or replacement in the event of total loss) 

5. Evaluating the amount of loss payment (i.e. application of deductible, etc.) 

6. Concluding the adjustment 

You see that these steps are consistent with those identified in the adjustment of casualty and property 
claims. Only the words change, not the methodology. The physical damage claims handling process 
goes like this: 



As with casualty or property claim handling, the order of the steps to investigating and handling a loss 
may change...even if only slightly...and may frequently overlap, depending on the simplicity or complexity 
of the claim or extent of damage, but again...the order of thought in your approach to the claim should 


never change! 


Now let’s move further into Physical Damage coverages and the claims handling process. 
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AUTO PHYSICAL DAMAGE (PD) ADJUSTING 


Coverages & Causes of Loss 

What is the difference between a Collision and a Comprehensive claim? 
This is not an uncommon question, and these two coverages are often 
confused. It depends solely on the “cause of loss.” 

Collision is defined as the impact of the covered auto with another vehicle 
or object or the upset (or overturn) of the covered auto. “Upset” would 
include flipping a vehicle due to turning at a high rate of speed, over¬ 
correction, or loss of control. 



Comprehensive (or “Other than Collision”) coverage is considered an “open perils” or “all risk” coverage. 
If the cause of loss is not collision, and is not otherwise excluded, it is covered. Comprehensive causes 
of loss specifically include: 


Falling objects or missiles 

Fire 

Theft 

Explosion 

Earthquake 

Windstorm (i.e. hurricane, tornado, etc.) 


• Wind storm 

• Hail 

• Flood 

• Vandali sm 

• Riot or Civil Commotion 

• Contact with birds or animals 


Exclusions 

The following are generally excluded, and are NOT covered, by all forms of Physical Damage coverage 
(unless otherwise endorsed, so remember to check the policy): 


• Sound Equipment - Unless permanently installed (or is removable from a permanently installed 
housing unit and is installed in the vehicle at the time of the loss). 

*Note : There is a $1,000 limit on sound equipment not positioned where it would be if installed by 
the original manufacturer (i.e. if under the dash, under a seat, or in the trunk). 

• Radios or Electronic Equipment - Unless permanently installed (i.e. GPS systems in the newer 
vehicles are covered). 

• Tapes, Records, CD's 

• Radar Detectors - Including laser detectors and “fuzz busters” 

Always pay attention to and refer to these and other exclusions for anything “additional” or out of the 
ordinary that shows up in a repair estimate. 

*Note : The policy excludes damage arising when a vehicle is used for “livery” or “hire”. However, 
this exclusion does not apply to legitimate use of a vehicle for car-pooling, even if riders contribute 
regularly to the expense of travel (e.g. fuel, tolls). 

Loss Settlement 

Regardless of type of coverage (i.e. Personal or Business Auto, Garagekeepers or Truckers), Collision 
and Comprehensive insurance typically provide repair or replacement coverage for damaged automobiles 
at actual cash value (ACV) with no specific limit. ACV is the value of the vehicle on the market today -- 
considering all factors: age, mileage, wear and tear, condition, market value, etc. Actual Cash Value 
(ACV) is not what the vehicle is worth to YOU. It is what the vehicle is worth “in the marketplace”. This is 
a concept with which many, if not all, auto owners have difficulty from time to time. 
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Glass Breakage (Important!) 

*Note : Florida Statute 627.7288 prohibits the application of any deductible for windshield damage and 
repair. 

Loss Adjustment - Partial Losses 

The typical loss adjustment for repair of vehicular physical damage is the “cost of repair” (including any 
loss of use, temporary substitute or rental vehicle), less the applicable deductible. 

For instance, assume that you have Collision coverage on your vehicle with a $500 deductible and you 
get hit by another party who is at fault. Repair costs are estimated at $2,475.00, and you will incur three 
(3) days of rental car charges of $75.00 while the car is being repaired. The typical loss settlement would 
be: 


$2,475.00 + $75.00 = $2,550.00 less $500 (deductible) = $ 1 , 950.00 (settlement) 

Loss Adjustment - Total Losses 

One of the most mentally traumatic property damage losses is the loss of one’s vehicle when it is 
declared a “total loss”. What’s a “total loss”? A total loss is when the cost of repair (including any 
additional costs such as car rental and the possibility of hidden damage that would require supplemental 
payments) threaten to equal or exceed the actual cash value (ACV) of the vehicle. 

Some states have passed laws that dictate the exact percentage of the cost to repair or rebuild a 
damaged auto before it is deemed a total loss. 

*Note: Under Florida law, F.S. Section 319.30(3), a motor vehicle is considered a “total loss” 
when the cost to repair or rebuild the vehicle is 80% of the cost of replacing the vehicle with one 
of like kind and quality (i.e. the actual cash value of the vehicle). 

Other states leave it to the carrier to decide what the threshold is. Regardless of the threshold, if a vehicle 
is declared a total loss, the typical scenario goes like this: 

Step #1: The adjuster uses Blue Book, Red Book or other NADA resources, local market 

conditions, and the age, condition and mileage of the vehicle to develop its “actual cash 
value”. 

Step #2: The adjuster pays the owner the full “actual cash value” price, and the owner signs a 

vehicle title over to the carrier (in essence, purchasing the vehicle). 

Step #3: The adjuster then sells the damaged vehicle (salvage) to a salvage dealer who sells the 

salvage in pieces or as a whole. 

Lastly, once a car it deemed a total loss, and payment is made to the insured (or 3 rd party claimant, the 
obligation to provide rental reimbursement ends. Remember, it’s not the date that “total loss” is 
communicated to the owner. It’s the date payment is made. Whether or not the insured or claimant 
accepts the money is of no regard. The obligation to provide rental ends. However, there are always 
exceptions and situations that are not so clear cut. That’s why it’s called “adjusting!” 

The Psychology of Auto PD 

Having a car totaled presents a challenging situation for an insured, and adjusters need to take this into 
consideration when delivering the message and working with the insured. 

Imagine that you just got into an accident in your car that’s a few years old, or even quite old. It ran well 
and you either make no payments, or you had gotten used to the car payment you have. You don’t want, 
nor do you need, a new car; yet you’ve just been told that your car is a total loss. You are going to be 
given its “actual cash value”, and the car will be taken and sold for salvage. 
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Can you replace that car you had with the money you get? Maybe you can, maybe you can’t. And will 
you know the car and its history? You certainly can’t buy a new car, and even used cars have gotten 
more expensive. 

Quite frequently, if not most of the time, having a car totaled puts the owner into financial hardship, and it 
comes as no surprise that, in jurisdictions that allow for personal injury claims from auto accidents, that 
people take advantage of, if not exaggerate, “personal injury” from an accident, to get more money to 
help offset the additional expense of a replacement vehicle. 

People often care more about their cars, and the transportation and convenience they provide, more than 
they do themselves. Auto adjusters, especially those who handle 3 rd party automobile property damage 
claims, must take this reality into consideration in the handling of all automobile claims. Treat people very 
well, and do your best to eliminate any inconvenience to an innocent 3 rd party, and you may avoid the 3 rd 
party injury claim. 

For first-party physical damage claims, the reputation of your company, your agent, and the entire 
insurance industry rests in your performance. It’s not just about saving money. It’s about providing a 
service that keeps good business and makes satisfied customers that bring good business back. 

Special Conditions 

There are a number of very special conditions or provisions that should be remembered when handling 
first party physical damage claims. They are: 

• Protecting the interests of a lien holder 

• The need to report to police in the event of a UM hit-and-run 

• The need to report to police in the event of theft 

• The requirement of an insured to submit to Examination Under Oath if requested 

Rental Reimbursement 

Personal Auto Policies typically provide physical damage with reimbursement for reasonable rental 
charges, usually limited to a daily rate and maximum charge (i.e. $20/day or $600 total). Business Auto 
Policies typically provide transportation expense (a/k/a rental reimbursement) of $15 per day, with a 
maximum of $450. 

Rental reimbursement on first party claims generally starts 24 hours after a loss (although there is no real 
law or contractual requirement in the policy for the 24-hour rule, the policy does require a 48-hour delay in 
the event of theft). The obligation to provide rental reimbursement ends when the vehicle is returned to 
the owner or the loss is paid. Generally, if a car is drivable, rental reimbursement will not begin until parts 
have been ordered, received, and the insured vehicle is delivered to the body shop. 

Many carriers have made arrangements with large car rental companies (e.g., Avis, Budget, Hertz, etc.) 
to provide rental vehicles to an Insured (or 3 rd party claimant) and have the bill sent directly to the 
company, thus avoiding any out-of-pocket costs for the car owner. 

It is not uncommon, however, for an Insured (and a 3 rd party claimant) to object to “basic transportation” 
and insist on a rental that is of “like kind and quality” as their personal vehicle. For a 1 st party Insured, the 
daily limit still applies, and if the Insured wants to rent a luxury car at $50/day, the company is still only 
required under the insurance contract to pay $20/day. The Insured will have to pay the additional charge. 

*Remember : Deductibles do not apply to 1 st party rental reimbursement claims. 

For a 3 rd party claimant, the issue is not as simple. Damages truly are transportation “of like kind and 
quality” and, if forced to trial, a 3 rd party claimant who was driving a luxury car and paid $75.00 per day for 
60 days until the vehicle was fixed would get it. There is, therefore, a need for flexibility when dealing 
with this issue, depending on what can be provided and agreed upon between the adjuster and claimant. 
Many companies do, however, try to enforce their rental policies and limitations on all property damage 
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claims in order to save a little money. While this tactic works on some, on most, this initiative just causes 
problems. Flexibility is the key to adjusting 3 rd party property damage claims. 

Here are some examples of rental reimbursement claims and how they work: 

Example #1: An Insured puts his car into the shop for repairs a week after a covered collision. 

Since the car was drivable, the rental period begins when the cargoes into the shop. Repairs are 
completed in 3 days, at which time the Insured returns the rental to the vendor (who bills the 
adjuster) and picks up his vehicle at the shop. 

Example #2: The Insured’s vehicle is involved in a severe collision and is deemed a total 

loss. Two days later the appraiser advises the adjuster of the vehicle’s value. The adjuster 
contacts the Insured, explains the appraisal, and makes the payment. Any claim for rental (even 
though the Insured may not have a car to drive) ends when the adjuster makes the total loss 
payment. Thus, the Insured may never even get into a rental. This is a source of frustration for 
Insureds who don’t understand how the coverage works...particularly when they now must try to 
shop for a vehicle and may not have a vehicle to shop in! 

Endorsements 

It's important to remember that your automobile insurance policy only provides rental reimbursement and 
towing coverage if you are in an accident. If your car breaks down due to mechanical failure or normal 
wear and tear you will need to seek an alternate source of funding. Your insurance policy will not pay. 
Endorsements can be purchased to add back these coverages: 

• Towing and Labor 

Towing and labor auto insurance pays drivers for the cost of towing in the case of an auto accident or 
stranded car. Here's how it works: 

While some auto accidents are relatively minor, others find cars that sustain moderate damage and 
cannot be driven away from the scene of the accident. In this case, the car would have to be towed to 
the driver’s auto repair shop of choice. Ordinarily, the driver would be responsible for the full cost of 
the tow. However, if the driver carries a Towing and Labor endorsement, his or her auto insurance 
company would pay for towing and any associated labor. 

Towing and labor auto insurance also covers the full cost of towing should the driver’s car become 
stranded for other reasons, including: 

car stuck in mud, snow, or water 
keys locked in the car 

car broke down on the highway (mechanical failure) 

car damaged in an auto accident and cannot be driven away from the scene 
car ran out of gas 
flat tire 

dead car battery 

If a driver has elected towing and labor auto insurance and is stranded, the driver calls his or her auto 
insurance and apprises the auto insurance company of what has happened and the location of the 
incident. Usually within a half-hour to 45 minutes, help arrives on the scene. Keep in mind, however, 
that towing and labor provides coverage for only that! It does not provide coverage for parts or labor 
for repairs, nor does it pay for inspection or diagnosis fees. 

Towing and labor is generally offered as a selected/declined coverage; thus, it usually doesn’t have a 
limit, nor does it come with a deductible! 
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Increased Rental Reimbursement 


Years ago, the standard rental reimbursement used to be up to $30 per day for up to 30 days. Today, 
rental limits are usually anywhere from $15 to $20 per day, with a maximum of 30 days 
reimbursement, or $600. Unfortunately, this is rarely enough. Rental rates vary significantly, 
depending upon the area of the country you live in or the type of vehicle you need to rent. Larger 
vehicles, such as vans or SUV's, can cost more. Some carriers will offer an endorsement that 
provides an increased daily limit for a nominal cost. Deductibles do not apply to rental reimbursement 
coverage. 

MECHANICAL BREAKDOWN COVERAGE 
Causes of Loss 

Mechanical Breakdown provides coverage against the failure of original or replacement parts to operate 
as designed. Covered parts typically include the engine, transmission, drive train, air conditioner, and 
front suspension, i.e. major component parts of an automobile. 

Valuation and Limits 

Coverage can be obtained without a limit, or a specific limit can be provided, but repairs cannot exceed 
the actual cash value (ACV) of the vehicle. Payment is the “usual and fair” charge for parts and labor of 
“like kind and quality” (LKQ). 

In other words, if the engine, transmission and drive train are all impacted, and the cost of repair is $3,000 
on a vehicle worth only $2,000, the coverage will only provide $2,000. 

Coverage generally includes rental reimbursement on a per day limit with a maximum (e.g. $15/day, $75 
maximum). This coverage is subject to a deductible. 

Exclusions 

Mechanical breakdown insurance does not cover: 

• Lack of or poor maintenance 

• Breakdown caused by collision, fire, theft, etc. (this protection is provided elsewhere) 

• If/when the odometer has been altered 

• Towing or road service 

• Tune-ups (this is normal maintenance) 

• Breakdown due to racing or competitive driving 

• Breakdown if the car is used as a livery (for hire) vehicle, e.g. cab or limo service. 

Now, let’s think about a couple of these exclusions and what they mean or don’t mean '. 

Re: Lack of or poor maintenance - If you have this coverage and the car breaks down, or major parts fail 
and you can show regular maintenance, or even maintenance or recent repair on the major part that 
failed, the exclusion cannot be applied. 

Re: Towing or road service - Breakdown insurance doesn’t provide towing or road service alone, without 
mechanical breakdown. There must be a mechanical breakdown. If there is mechanical breakdown, 
towing to the shop would be included. 

Re: Tune-ups - It wouldn’t be unexpected to see a mechanic convince an insured that, after the repairs 
are made, that a tune-up “is necessary” to make sure the repairs are operating properly. Some insureds 
may be taken in by such salesmanship. If you’re counseling an insured at first contact, it would be a good 
idea to remind them not to commit to any tune-ups unless they are willing to pay for it themselves.. .as 
that is not covered under Breakdown insurance. 
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Special Conditions of Mechanical Breakdown Coverage 

The Insured may be required to: 

• Show proof of regular maintenance 

• Allow an inspection of the vehicle before repairs are made 

• Protect, provide for, and cooperate in any subrogation initiatives. 

Claim Examples 

Physical damage claim handling is a perfect entry place for those wishing to begin a career in claims. 

Most claims are fairly simple and straight-forward, although individual claim scenarios can create 
complexities and situations that would challenge the most experienced claims professional. 

Here are some examples of collision and comprehensive claim handling: 

Simple Auto Collision Claim - Your insured rear ends a vehicle at high speed. The impact is severe and 
the air bag deploys, protecting her from injury. The party in the other vehicle is injured, so the BI/PD 
liability claim for that vehicle is referred to a casualty adjuster. You are assigned the auto PD claim for 
your insured’s vehicle. 

Unfortunately, the entire front end is crushed. You arrange for a field inspection and appraisal. The 
vehicle is a total loss. The appraiser gives you its ACV (actual cash value) and you settle with the 
Insured for the amount of the appraised ACV less the Insured’s $500 deductible. You secure a signed bill 
of sale and odometer statement and have the vehicle removed to the company’s salvage dealer. 

Simple Auto Collision Claim Accident with Subrogation - Your insured is rear ended on the interstate or 
while stopping for a traffic signal or school bus. The damage is minimal but your Insured complains of 
neck pain. The injury claim is referred to a PIP adjuster. You are assigned the auto PD claim. 

You contact the Insured, get the facts, explain the process and arrange for a drive-in appraisal. You also 
contact the other driver who briefly confirms the facts as you have received them. You obtain her 
insurance information, request a police report, and flag the claim file for subrogation pursuit. 

The Insured brings the car to the drive-in and the appraisal reflects damages of $1,175.00 to the rear end, 
with an estimated repair time of 3 days following receipt of parts. You advise the Insured that she has a 
$500 deductible and that a check for $675.00 is on its way with a copy of the appraisal. The Insured says 
she will have to wait on repair as she doesn’t have an additional $500 for the deductible. You notify her 
that when she is ready, her policy will also provide three days of rental reimbursement. 

You prepare a subrogation notice letter with a copy of the police report, appraisal and a statement from 
your Insured and send it to the responsible party’s carrier. Thirty days later you receive a check for the 
total amount of damage, i.e. $1,175.00. You send your insured a check for her $500 deductible. 

When she receives it, she is extremely pleased and arranges for repair once the parts are received. You 
help her arrange for a temporary rental, and the vehicle is repaired. The body shop and rental bills are 
paid and you close your file. (This is an example of an adjuster who goes above and beyond...) 

Simple Comprehensive Claim - Your insured reports a broken windshield from unknown cause. You 
confirm coverage on the involved vehicle and arrange for windshield repair/replacement. No deductible is 
charged (pursuant to state law) and payment is made directly to the glass company. 

Comprehensive Claim - Your insured hits a deer crossing the road. The front end is moderately 
damaged. Although the vehicle “collided” with another object, this type of claim is specifically handled 
under Comprehensive coverage. You confirm coverage on the involved vehicle (and notice there is no 
deductible on this one) and arrange for appraisal and repair. You assist the Insured with arrangements 
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for repair and rental reimbursement. Once repairs are completed, outstanding bills are paid and file is 
closed. 


• More Examples of Comprehensive “Causes of Loss” 

A limb falls off a large oak tree on the top of the Insured’s car, crushing the top. 

A bird flies into your windshield, smashing it. 

Your car overheats while you’re driving. You pull off the road, raise the hood, only to find the 
engine in flames. It burns to a total loss. 

Your car is stolen, but is recovered a week later half emerged in an interstate pond. 

Someone “keys” your new Lexus in the parking lot while you’re Christmas shopping. 

A tornado or hurricane blows a large oak tree onto the top of your car. 

Excessive rainfall causes a nearby river to overflow, flooding your street. Your car becomes 
submerged in 3 feet of water, causing damage to both the exterior and interior. 

Your car is damaged in a hail storm. 

Summary, Conclusion and End of Section IV 

Auto physical damage and [3 rd party liability] auto property damage claims adjusting is a perfect entry 
point for new adjusters into the claims industry. 
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Section Vwraps up the CCA De signation Course by 
introducing you to the Health insura nee indu stry, th e 
reasons behi nd and challenges of Residual Markets, 
and some Selected Statutes & Rules that will provide a 
major framework for the work you will be doing as a 
Florida-licensed adjuster. 
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In this last section we will briefly cover the differences in the Health Insurance industry and its policies 
from those policies previously reviewed in this manual. 

We’ll discuss the purpose of Residual Markets and how they operate in the insurance marketplace. 

We will also refer you to a number of Selected Florida Statutes & Rules that were covered in previous 
sections. Since you will have to refer back to many of these throughout your claims career, you should 
take the opportunity to learn them. 


HEALTH INSURANCE 

T The Health insurance industry is a segment of the insurance industry totally separate 
from the Property & Casualty industry. The greatest difference lies not only in its 
policies of insurance, but in the fact that, with the exception of the occasional “headline” 
case, there is very little notable adversity in its administration or the benefits paid by the 
health industry. 

The reason for this is that, like the 1 st party contracts involved in the P&C Auto industry (i.e. Collision, 
Comprehensive, Medical Payments, etc.), there is very little incentive for attorneys to become involved. 
Only the most serious injuries, or most egregious behavior on the part of the industry, get the attention of 
the media, the Bar or the regulators. 

Forms of Health Insurance 

Health insurance is available to the public in two forms: 


• Group: 


• Individual: 


entire 

Coverage Forms 

There really are no standardized coverage forms, but certain provisions or policy clauses have been 
standardized. The ones that have received the most attention by regulators are the termination 
provisions. 

Exclusions 

Like Property & Casualty insurance, there are certain risks that are excluded in Health policies, and a 
number of them are similar, such as self-inflicted injury, war and pre-existing illness or conditions. 

Some risks not typically found in P&C policies include mental illness and elective cosmetic surgery. 


Policies of health insurance purchased by an employer, an association, or 
other organization where the purchasing entity pays all or part of the 
premium for the member (you). Because of the greater purchasing power 
wielded by the purchasing entity, these policies provide the broadest 
coverage for the least premium for the individual. 

*The lack of group health insurance (i.e. broad coverage and affordability) is 
considered one of the greatest domestic crises in America today. 

Policies purchased by an individual or family. Because these are “individual” 
policies, there is no real buying power and the insurer perceives greater risk, 
coverage is typically more restricted and expensive. The individual pays the 
premium. 
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Other General Provisions 

Certain provisions in health policies are important to remember. Even if you don’t handle these type 

claims, they’re good to know for personal knowledge: 

• Grace Periods - Policies generally provide for a period during which they will remain in force, 
after the premium due date if unpaid. Florida law requires a minimum grace period of 7 days for 
weekly premium policies, 10 days for monthly premium policies, and 31 days for all others. 

• Elimination (or Waiting) Periods - A policy may contain a provision which states a period of time 
between issuance and acceptance before sickness benefits begin. This helps to keep the 
premiums reasonable by eliminating the chance of persons buying coverage only upon 
discovering they are sick. 

• Double Indemnity- This provision doubles the death benefit for certain accidents. Examples 
include death while a passenger on a public conveyance or elevator, collapse or fire in a building, 
or by boiler explosion, hurricane, tornado or lightning. 

Private Health Plans vs. Disability Income 

There are only a handful of basic types of Health policies, and fewer Disability Income plans. Disability 

Income plans are similar to, and operate under some of the same concepts, as Workers’ Compensation. 

Other Plans & Concepts 

The need for, as well as the benefits and challenges of, Medicare Supplement Insurance, HMOs and 

PPOs are all considered hot issues in today’s Heath industry. 


RESIDUAL MARKETS 

Insurance carriers, domestic and foreign, generally offer all or most lines of insurance on a “voluntary” 
basis, and at rates that are competitive with their peers. 

For a variety of reasons, insurance carriers don’t want to assume additional risk in a particular line of 
business. Below are some of the reasons why: 

• The risk is too great 

• They aren’t getting enough premium to make a profit 

• Regulation or administration has become overly burdensome and expensive 

When this happens, insurance carriers will often “pull out” of a market or state; they will stop writing new 
policies of insurance for certain classes of business or in designated areas; or they will raise rates to 
excessive levels. Insurance can then become unavailable or unaffordable. 

When this occurs, state legislatures (and in this case, the Florida legislature) will create organizations for 
the purpose of offering to consumers the various lines of insurance that have become unavailable or 
unaffordable in “the voluntary market”. This becomes “the residual market”. 

Doing Business in the Residual Market 

A residual market insurance organization operates under the same basic principles as an insurance 
company. The primary difference is that, because it is designed to take on higher risk over a smaller 
spread of premium, the residual market becomes the epitome of “adverse selection”. 

Premiums are higher for its insureds and losses are greater. Making any profit at all in a residual market 
is unlikely, and most residual market organizations become subsidized by the State in which they 
operate. 
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For consumers and agents, doing business with a residual market organization is much like doing 
business with a typical insurance company. They are set up similarly and, in large part, operate 
according to the same basic principles, procedures and policies. 

Florida’s Residual Markets 

Florida’s residual markets include: 

• Florida Automobile Joint Underwriting Association (FAJUA) - For consumers who are unable 
to purchase automobile insurance through normal channels. The FAJUA offers both 
Personal and Business Auto insurance to Florida residents, military nonresidents stationed in 
Florida, nonresidents for automobiles registered in Florida, or if subject to the Florida NO- 
Fault Law. 

• Citizens Property Insurance Corporation (Citizens) - For consumers who are unable to obtain 
coverage for residential properties in the voluntary market. Citizens Insurance offers standard 
Homeowners and Condo coverages much like that offered by the voluntary market. 

• Florida Workers’ Compensation Joint Underwriting Association (FWCJUA) - For businesses 
unable to secure workers’ compensation insurance through normal channels. To be eligible, 
a business must have been turned down by at least two other carriers and have no 
outstanding W/C premium debt. 


SELECTED STATUTES & RULES 

The following Selected Statutes & Rules are of | 
an adjuster. You should take the opportunity to 
and secure copies for continuous reference. 

Statutes 

• Auto Total Loss, Title & Salvage 

• Civil Remedy Law § 

• Adjusters: 

Licensing & Appointment 
Notice of Change of Address 
Continuing Education § 

Unfair Claim Settlement Practices § 626.9541 (I )(i) 

Florida Administrative Code (the “Rules”) 



• Adjusters’ Code of Ethics 


§ 69B-220.201 


These are an example of laws that serve as a legal basis, and the regulatory parameters, of how you 
should serve the needs of Florida consumers in your role as a Florida-licensed claims adjuster. It 
should not be just the law that governs your actions...but the time-tested behaviors of a true claims 
professional who seeks to accomplish the objectives laid out in Section I of this course. 
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